r 


HOW  TO  EXECUTE  YOUR  STRATEGIC  PLAN 


NOVEMBER  15,  2002  ■  $9.00 


cio.com 


CIO 


The  Magazine  for  Information  Executives 

LESS  PAIN 
MORE  GAIN 

FROM 

ENTERPRISE 
SOFTWARE 
UPGRADES 

Nextel  CIO  Dick  LeFave 
and  Others  Offer 

Best  Practices  for 
Lowering  Cost  and 
Reducing  Complexity 

Page  46 


k 


EXCLUSIVE 

YOUR  GUIDE 
TO  GLOBAL 
OUTSOURCING 

26  Countries  Rated 

Strategies,  Sources, 
Statistics  and  More 

Page  69 

TURNAROUNDS 

Who  Won,  Who  Lost 

We  Revisit  A&P, 
Harvard  Pilgrim  Health  Care, 
Waste  Management  and 
Barnesandnoble.com 


vulnerable 


Technology  creates  a  false  sense  of  security.  Packaged  solutions  have 
done  little  more  than  plug  yesterday's  holes.  This  is  the  problem  with 


information  security  today.  ■ 

The  more 


TREND 

M  I  C  R  O 


secure  we  are,  the  more 
we  become. 

How  can  a  solution  built  to  solve  yesterday's  problem  be  expected  to  anticipate  what  is  to  come 
tomorrow?  Solutions,  in  and  of  their  very  nature,  are  passive.  They  cannot  learn  and  adapt. 
Solutions  on  top  of  solutions  are  no  more  than  static  layers  designed  to  surround  and  contain 
an  ever-changing  object  —  information. 

Like  information,  security  must  continue  to  evolve.  Intuitive  Information  Security  combines 
human  intuition  and  adaptive  technology  to  deliver  intelligent  strategies.  It  is  immediate 
knowledge  deployed  by  tools  able  to  understand  how  and  where  information  is  to  be  secured 
across  the  entire  network.  Automatically.  And  only  by  anticipating  change  can  we  become  secure. 
To  learn  more,  visit  trendmicro.com/go-red. 


©2002  Trend  Micro  Incorporated.  All  rights  reserved.  Trend  Micro  Inc.  and  the  T-ball  logo  are  trademarks  of  Trend  Micro  Inc. 
and  registered  in  certain  jurisdictions.  All  other  brand  and  product  names  are  the  registered  trademarks  of  their  companies. 


Dell  server  consolidation. 

Saves  money.  Saves  space. 

Spells  doom  for  your  old  servers. 


Dell  |  Enterprise 


Dell  PowerEdge "  Servers  use  Intel *  Xeon ®  Processors. 


Consolidate  with  Dell  and  you'll  need  to  find  a  new  use  for  your  old  servers. 

What  kind  of  server  consolidation  solutions  does  Dell  bring  to  your  enterprise?  Just  what  you'd  expect:  A  legendary  focus  on  you,  the 
customer,  that's  as  relentless  as  our  focus  on  driving  down  costs.  An  end-to-end  solution  that  saves  you  money  today  and  tomorrow 
by  delivering: 


®  Maximum  flexibility,  manageability,  value  and  price/performance.  Our  new  line  of  PowerEdge™  servers,  powered  by 
Intel®  Xeon®  processors,  that  consistently  rank  at  the  top  of  industry  benchmarks  such  as  TPC*  Collectively  lowering  TCO 
and  accelerating  time  to  ROI. 

«  Optimized  uptime/maximized  investment.  Dell's  new  systems  management  solutions  deploy  software,  tools  and  services 
which  simplify  and  automate  server  systems  administration.  Leveraging  your  IT  resources  and  maximizing  your  IT  dollar. 

«  Server  infrastructure  consolidation  services.  Our  comprehensive  portfolio  includes  consolidation  readiness  assessment, 
consolidation  design  and  transformation,  customer  training  and  certification,  deployment  and  high  availability  support  services. 

«  Flexible  financing  alternatives.  Dell  gives  you  a  variety  of  financing  avenues  designed  to  help  you  optimize  ROI. 


--  For  nearly  20  years,  we've  revolutionized  the  way  the  world  buys  and  manages  technology.  Now  find 

i*1  out  how  Dell's  direct  approach  can  revolutionize  your  server  consolidation.  To  learn  more  about  the  Dell  ROI 
_  test,  visit  www.dell.com/serverROI  or  call  us  toll-free  at  1-877-434-DELL 


Flexible  solutions  that  can  cut  costs  today  and  tomorrow.  Easy  as 


D0LL 


Call  1-877-434-DELL  or  visit  www.dell.com/serverROI 


*Per  TPC-W  100,000  Item  Count  Results  Test,  June  2002.  For  more  information,  visit  www.tpc.org.  TPC  and  TPC-W  are  trademarks  of  the  Transaction  Processing  Performance  Council.  Intel,  the  Intel  logo  and  Xeon  are  trademarks  or  registered  trademarks 
of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Dell,  the  Dell  logo  and  PowerEdge  are  registered  trademarks  of  the  Dell  Computer  Corporation.  ©2002  Dell  Computer  Corporation.  All  rights  reserved. 
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Don’t  ignore  the  information  gathered  at 
the  edge  of  your  network.  By  Gary  Beach 

PEER  TO  PEER 

It’s  Not  Your  IT  Portfolio— It’s 

Theirs  I  36 

CIOs  who  think  they  should  be  in  charge 
of  selecting  IT  projects  are  asking  for  a 
very  short  career,  according  to  Ace 
Hardware’s  CIO.  By  Paul  Ingevaldson 

TOTAL  LEADERSHIP 

The  Leader’s  Playbook  I  40 

Take  a  page — no,  several  pages — from 
this  guide  to  transforming  your  team. 

By  Christopher  Hoenig 

NET  GAINS 

Create  Value  from  Values  I  102 

The  purpose  of  business  is  greater  than 
profits.  By  Mohanbir  Sawhney 
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WASHINGTON  WATCH  I  30 

Cybersecurity  strategy:  A  work  in 
progress. 


EMERGING  TECHNOLOGY  I  90 

Seething  Over  Spam 

Spam  just  keeps  getting  worse.  It’s  grown  tenfold 
during  the  past  year,  spammers  are  more  adept  at 
gaining  e-mail  addresses,  and  the  sour  economy 
has  forced  desperate  individuals  to  this  low-cost 
marketing  option.  The  solutions  out  there  aren’t 
perfect,  but  there  are  tools  that  can  help  you  fight 
the  fight.  By  Meridith  Levinson 


EMERGING  TECHNOLOGY  I  90 

New  tools  and  legislation  can  help  prevent 
some  spam — but  nothing  can  stop  it  all. 

By  Meridith  Levinson 
COOL  PRODUCT ! 94 
A  new  set  of  monitoring  tools  increases 
network  security  and  reliability. 
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the  dead. 
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Array  Networks’  networking  platform 
consolidates  IP  services  into  one  device. 
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Rob  Flickenger:  The  real  frontier  still  lies 
ahead  for  grassroots  Wi-Fi. 
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FROM  THE  EDITOR 

What’s  the  Plan?  !  12 

If  you  don’t  plan  for  software  upgrades, 
then  you  might  be  missing  a  golden 
opportunity.  By  David  Rosenbaum 
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Reader  feedback 
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EXECUTIVE  SUMMARY  I  108 

Abstracts  of  all  the  feature  stories  found 
in  this  issue. 


“Today,  IT  itself  plays  a  central  role  in  company  strategy. 

So  deciding  how  to  execute  that  strategy  is  much  too 
important  to  entrust  only  to  CIOs.  That’s  a  job  for  everyone.” 

-Paul  Ingevaldson,  Ace  Hardware  CIO,  on  IT  project  management  Page  36 
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Forsythe  Business  Continuity  Solutions 

The  comprehensive,  unbiased  approach  to  IT  availability. 


It  sits  there  —  right  in  front  of  you  —  whenever  it’s  time  to  discuss 
your  IT  infrastructure.  It’s  the  pink  elephant  that  is  your  company’s 
looming  business  continuity  risk. 

You  can  live  in  a  state  of  denial,  pretending  it  doesn't  exist.  Or  you 
can  start  an  action  plan  with  a  call  to  Forsythe  Solutions  Group  for  a 
thorough,  unbiased  vulnerability  assessment.  We  help  you  understand 
the  technical,  operational  and  financial  ramifications  of  accepting, 
assigning  or  mitigating  risk.  From  there,  we  help  you  develop  a 
combined  business  and  IT  strategy  to  support  the  level  of  availability 
your  company  needs. 

For  over  30  years,  Forsythe  has  understood  the  real-world  business 
applications  of  IT.  Our  approach  to  continuity  is  just  as  business-driven. 


Count  on  Forsythe  to  deliver  thorough  assessments  of  your  current 
availability  and  security  status  and  then  follow  up  with  comprehensive 
multi-vendor  recommendations. 

Forsythe  can  also  help  you  implement  cutting-edge  availability 
technology  from  top  companies  like  Sun  Microsystems.  As  a  Sun 
Microsystems  iForceSM  Partner,  Forsythe  is  a  certified  specialist  in 
available  and  recoverable  Sun™  solutions,  including  Sun  Fire™ 
enterprise  servers. 

So  call  for  your  Forsythe  vulnerability  assessment  today  at 
800.843.4488  or  visit  us  at  www.forsythesolutions.com.  Because 
ignoring  your  business  continuity  risks  is  no  way  to  make 
them  disappear. 


Don’t  take  chances.  Take  action. 

Availability.  Security.  Continuity. 


FORSYTH  E 

SOLUTIONS 


©2002  Forsythe  Solutions  Group,  Inc.  All  rights  reserved.  Sun.  Sun  Microsystems,  the  Sun  logo  and  Sun  Fire  are  trademarks  or  registered  trademarks,  and  iForce  is  a  servicemark  of  Sun  Microsystems,  Inc  in  the  United  States  and  other  countries. 
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Interactive  features  from  November  15  to  November  30 


WEIGH  IN 

What  are  your  enterprise 
upgrade  best  practices? 

When  an  upgrade  can  cost  30  percent  of 
the  original  software  installation  price,  you 
need  a  strategy.  We  offer  five  in  Enterprise 
Software  Upgrades:  Less  Pain,  More  Gain 
(see  Page  46).  Weigh  in  with  your  proven 
approaches  online. 

Find  links  to  these  stories  in  the  WEB 

CONNECTIONS  box  at  www.cio.com. 


WHERE  IN  THE  WORLD...? 


I  LITHUANIA 


POLAND 


READ  MORE 

Turnaround 
artists 

In  this  issue,  we 
checked  back  with 
four  companies  in 
turnaround  mode 

(see  As  the  Companies  Turn,  Page  58).  Go 
online  to  check  out  our  original  turnaround 
profiles  of  A&P,  Barnesandnoble.com, 
Harvard  Pilgrim  Health  Care  and  Waste 
Management  at  www.cio.com/printlinks. 


Louis  Gutierrez,  former 
CIO  of  Harvard  Pilgrim 


A  Buyer’s  Guide  to 
Offshore  Outsourcing 

Our  definitive  guide  to  offshore  outsourcing  only  begins 
on  Page  69.  Tons  more  information,  including  hot  links  as 
well  as  industry  and  labor  statistics,  continues  on  the 
Web.  Go  to  www.cio.com/offshoremap. 


Government  support/laws:  Poor. 
Byzantine  business  laws  and  tax 
structures  hamper  growth,  but  there 
are  signs  of  improvement  such  as  the 
recently  signed  U.S.-Russia  Double 
Tax  Treaty. 

Quality  initiatives/CMM/ISO: 

Three  Russian  companies  currently 
certified  to  CMM  standards;  1,517  ISO 
9000  certifications 
Major  providers:  Novosoft.  Luxoft, 
STAR  SPB,  Fort-Ross  IT  Services 
(consortium) 

Major  customers:  Boeing,  General 
Electric,  U.S.  Department  of  Energy 
Major  centers  of  outsourcing: 

Moscow,  St.  Petersburg,  Novosibirsk 
(Siberia) 

Outsourcing  organizations: 

Russoft,  Inforus.  National  Software 
Development  Alliance 
Size  of  industry:  100  companies 
employ  8,000  professionals; 

$60  million  to  $100  million 
Total  labor  force:  72.6  million 
Areas  of  expertise:  Application 
development,  migrating  and  porting, 
application  maintenance,  enterprise 
application  integration,  QA  testing, 
packaged-software  implementation. 
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Our  Daily  Web 

MONDAY  Tech 

Tact  Chris 
Lindquist’s 
tracking  what’s 
next. 

TUESDAY 
Alarmed  Sarah 
D.  Scalet  on 
security. 

WEDNESDAY 

Metrics  Making 
sense  of  the 
numbers. 

THURSDAY  Sound 

Off  Art  Jahnke 
tackling  ethical 
dilemmas. 

FRIDAY  The  Big  Picture  Charting 
the  graphs. 


Peer  Connections 

Check  out  CIO's  sister  publica¬ 
tions  for  more  information  on 
stories  in  this  issue. 

Two  views  on  STRATEGIC 
PLANNING:  Make  sure  that 
people  are  held  accountable  (see 
Implementation  Is  Not  for  the 
Meek,  Page  78),  and  watch  out 
for  unnecessary  complications 
(Keep  It  Simple,  from  CSO, 
www.csoonline.com ). 

It’s  a  new  ball  game  when  it 
comes  to  scoring  SUCCESS  ON 
THE  WEB  (See  Web  Metrics  That 
Matter,  Page  84).  Colleagues 
still  a  little  lost  in  Web  lingo? 

Send  them  to  Darwinmag’s 
Executive  Guide  on  the  Web 
( www.darwinmag.com ). 
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R  the  move. 
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an  in  the  know. 


to  sAy  "customer  for  life. 


He  anticipates  his  clfenis’  every  need.  He  expects  the  same.  And  that's 
just  what  happened  y^ien  \$ifiiam’s  credit  card  company  detected  a 


suspicious  charge.  .Since  bfe  cell  phone  is  activated  on  the  network, 

Wwfm?  ' 

the  bank  could  get  to  him  immediately  with  a  copy  of  the 


The  charge  was  legit* Yep,  he  was  spared  the  hassle 


transaction, 
of  his  card 


refused  in  front  of  clients  at  the  clubhouse.  At  Nortel  Networks™  we 
call  this  "the  engaged  business  model."  And  we  make  it  possible 
by  enabling  business  to  engage  their  customers  through  delivering 
critical,  time-sensitive  information  on  whatever  device  they  prefer. 
Before  they  even  know  they  need  it.  So  businesses  can  win  the 
loyalty  necessary  to  build  a  solid  revenue  base.  Leveraging  solutions 
like  contact  centers  and  application-aware  switching.  Insuring  user 
mobility  and  network  continuity.  Accelerating  productivity  while 
lowering  costs.  The  results:  customers  like  William  become  customers 
for  life.  All  delivered  by  our  enterprise  vision.  One  network.  A  world 
of  choice,  nortelnetworks.com/onenetwork 


NORTEL 

NETWORKS 


Nortel  Networks,  the  Nortel  Networks  logo  and  the  Globemark  are  trademarks  of  Nortel  Networks.  ©2002  Nortel  Networks.  All  rights  reserved. 


nortelnetworks.com 


When  software  lets  you  use  data  to  personalize  customer  connections,  that’s  one  degree  of  separation.  The  myriad  of 
choices  available  to  online  consumers  is  staggering.  The  personal  service  available  at  traditional  businesses  is  largely  absent  online 
and  the  pressure  is  on  you  to  bring  it  back.  Microsoft®  solutions  for  Internet  business  provide  the  tools  you  need  to  build  stronger 
relationships  with  your  global  network  of  customers  and  trading  partners.  Scalable  user  and  content  profiling  allows  you  to  target 
content  and  offer  more  personalized  options  including  customer-specific  catalogs  with  custom  pricing  and  product  information. 

Now  it’s  easier  for  you  to  aggregate  profile  data  from  multiple  underlying  data  sources  to  leverage  existing  technology  investments  and 
enable  richer  profiling  capabilities.  And  with  built-in  business  analytics,  you  can  analyze  ever-changing  user  behavior  to  predict  purchas¬ 
ing  and  browsing  preferences,  all  while  delivering  real-time  recommendations.  Plus,  through  direct  support  for  XML-based  data,  companies 
can  exchange  catalog  and  order  information  and  integrate  order  fulfillment  systems  for  seamless  transactions.  Find  out  how  .NET  con¬ 
nected  software  can  help  you  connect  with  your  customers  better.  Go  to  microsoft.com/enterprise  Software  for  the  Agile  Business. 


©  2002  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  BizTalk  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may 
be  the  trademarks  of  their  respective  owners. 


The  Royal  Canadian  Mint  wanted  to  reach  its  diverse  worldwide  customers,  expand  sales  of  its  products,  and 
deliver  a  highly  customized  consumer  experience,  so  they  used  the  Web  content  management  capabilities  of 
Microsoft  Content  Management  Server  integrated  with  the  e-commerce,  personalization  and  backend  data 
integration  capabilities  of  Microsoft  Commerce  and  BizTalk®  Servers.  Now  the  Mint  can  publish  content  in 

— - — _ — - - — ^  multiple  languages,  draw  on  customer  information  from  its  legacy  database, 

and  feed  online  orders  through  an  existing  ERP  system,  enabling  the  Royal 
Canadian  Mint  to  offer  customers  a  richer  and  more  personalized  experience. 


Microsoft * 


From  the  Editor 


What  are  your  enterprise 
upgrade  best  practices? 

Share  them  with  your  peers 
when  you  weigh  in  with  your 
answers.  Go  to  www.cio.com 
or  comment.cio.com/weighin. 


What’s  the  Plan? 


PERSONALLY,  I  MYSELF  have  never  installed  a 
new,  upgraded  version  of  an  enterprise  software 
system.  Not  ERP,  CRM,  SCM  nor  any  other 
three-letter  software  suite.  I’ve  never  had  to  explain 
to  my  boss  why  I  wanted  to  spend  a  small  for¬ 
tune  on  software  he  thinks  he’s  already  paid  for. 
I’ve  never  had  to  sell  a  new  way  of  working  to  an 
army  of  cranky  users  or  face  an  ominous  desup¬ 
port  deadline. 

It  does  not  sound  like  fun.  It  sounds  like  some¬ 
thing  nobody  would  look  forward  to  with  any¬ 
thing  approximating  relish. 

Sort  of  like  writing  this  editor’s  letter. 

Now,  I  knew  I  was  supposed  to  write  this  letter. 
I’ve  known  it  for  weeks.  But,  somehow,  I  never  got 
around  to  it. 

You  see,  I  find  writing  these  letters  difficult.  And 
because  I  do,  I  procrastinate. 

Finally,  the  drop-dead,  no-more-excuses  dead¬ 
line  arrived,  and  here  I  am,  up  against  it,  doing  the 
best  I  can. 

And  that  feels,  I  suspect,  a  bit  like  doing  an 
enterprise  software  upgrade. 

In  this  issue’s  cover  story,  “Enterprise  Software 
Upgrades:  Less  Pain,  More  Gain,”  Executive  Editor 


Christopher  Koch  makes  the  point  that  if  upgrades 
(like  editor’s  letters)  are  a  fact  of  life  (and  they  are), 
it  behooves  CIOs  to  plan  for  them  and  not  be 
driven  by  the  vendor’s  desupport  deadline.  In  fact, 
those  CIOs  whose  upgrades  actually  added  value  to 
their  enterprise  (a  consummation  devoutly  to  be 
wished)  reported  that  they  spent  more  time  prepar¬ 
ing  for  them — selling  the  project  internally,  getting 
approval  and  funding,  sounding  out  line-of-busi- 
ness  leaders  and  end  users,  analyzing  their  cus¬ 
tomized  code  and  current  business  processes,  and 
deciding  on  desirable  new  functionalities — than 
they  did  installing  them. 

It  turns  out  that  there  is  an  emerging  set  of  best 
practices  that  can  transform  the  heretofore  painful 
obligation  to  upgrade  your  enterprise  software 
from  a  burden  to  an  opportunity.  And  you  can 
start  learning  about  them  on  Page  46. 

It  still  doesn’t  sound  like  a  lot  fun,  but  it’s  better 
than  throwing  your  company  into  turmoil  as  that 
desupport  deadline  approaches — only  to  realize  in 
the  clear,  cold  light  of  morning  that  you’ve  done  a 
great  deal  of  work  for  very  little  gain  and  there’s 
another  deadline  looming  just  around  the  corner. 

Which  reminds  me.... 


David  Rosenbaum 
Managing  Editor 
drosenbaum  @cio.  com 
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78%  OF  TOP  FORTUNE  500  COMPANIES  CHOOSE  MICROSTRATEGY 

7  of  the  top  1 0  diversified  financial  services  companies  •  3  of  the  top  5  insurance  companies  •  Every  major  European  telecom  company 

4  of  the  top  5  U.S.  retail  banks  •  7  of  the  top  1 0  pharmaceutical  companies  •  More  than  half  the  global  200  retailers 


Micros  tratpgy 
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Manish  Jain,  Senior  Quality  Engineer 


Brian  Shanahan,  Principal  Quality  Engineer 
rz“ 


Karen  Bae,  Senior  Quality  Engineer 
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Antonio  Garcia,  Senior  Quality  Engineer 


We  are  MicroStrategy  and  we  are  obsessed  with  building  the 
best  business  intelligence  software  for  our  customers.  We've 
been  doing  it  for  11  years.  We've  done  it  for  1,700  customers. 
We  can  do  it  for  you. 

Our  MicroStrategy  7i  business  intelligence  platform  can  meet 
your  analytical  and  reporting  needs  today,  tomorrow,  and  well 
into  the  future. 


All  this  with  the  lowest  total  cost  of  ownership  in  the  industry. 
We  are  MicroStrategy  and  we  are  the  best  in  business  intelligence. 

SIGN  UP  FOR  A  FREE  ONLINE  SEMINAR,  RECEIVE  A  FREE  WHITE 
PAPER  OR  ORDER  YOUR  FREE  FULLY-FUNCTIONAL  EVAL  CD. 

'■'B  Gotowww.microstrategy.com 


MicraSfrafegy 

Best  In  Business  Intelligence**  * 


Telephony  Services 
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The  most  important  component  in  an  end-to-end 
integrated  IP  network  is  the  beginning. 

At  Sprint,  we  believe  that,  in  the  end,  the  quality  of  service  you  get  depends  largely  on  the 
quality  of  the  planning  and  relationships  you  initiate  in  the  beginning.  This  is  particularly  true 
when  contemplating  the  positive  changes  and  formidable  challenges  a  single  network 
converging  voice,  video  and  data  can  mean  for  your  enterprise. 

Exceptional  quality  of  service  is  why  Sprint  takes  such  an  intensively  collaborative  and  detailed 
approach  to  planning  your  IP  future.  And  why  our  relationship  with  Cisco®  is  so  important. 
Cisco  AVVID  (Architecture  for  Voice,  Video  and  Integrated  Data)  convergence  technology 
is  the  foundation  of  our  managed  IP  Telephony  solutions.  Combined  with  our  100%  digital, 
fiber-optic,  self-healing  nationwide  network  and  Sprint  Tier  One  OC-48/OC-192  IP  backbone, 
the  benefits  are  many.  You  can  get  high  reliability  and  performance,  industry-leading  SLAs 
and  unsurpassed  IP  connection  and  voice  quality. 

Economically,  few  things  reward  an  enterprise  more  than  a  well  planned,  implemented  and 
managed  IP  integration  strategy.  And  few  are  more  destructive  than  IP  false  starts,  piecemeal 
not  turnkey  solutions,  or  a  provider  who  proposes  answers  without  asking  questions. 

So  lets  start  planning  today.  Call  1-888-970-4466  or  your  Sprint  account 
executive  to  set  an  appointment.  Or  visit  www.ipmultiservice.com/sprint. 


Sprint  'O  Cisco 

Powered  Network 


For  a  limited  time,  sign  up  and  get  a 
Cisco  router  valued  at  $3500". 
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On  the  Edge 

ARE  YOU  AN  EDGY  CIO?  MOST  OF  THE  BEST  CIOS  I  KNOW  ARE. 

I  don’t  mean  edgy  as  in  nervous  or  fidgety.  I  mean  edgy  as  in  focused  on  the  informa¬ 
tion  demands  on  the  edge  of  the  network  infrastructures  linking  employees,  partners,  sup¬ 
pliers  and  customers. 

Most  businesses  and  institutions  are  proficient  at  creating,  analyzing,  storing  and  secur¬ 
ing  information  at  the  data  center,  the  epicenter  of  their  IT  infrastructure.  But  what  about 
the  information  gathered  at  the  edge  of  the  network?  Some  would  argue  that  the  infor¬ 
mation  gathered  at  the  edge  is  the  most  valuable  yet  least  often  thought  about. 

I  spoke  recently  to  a  group  of  CIOs  in  San  Francisco.  I  asked  them  to  raise  their  hand 
if  they  back  up  on  a  daily  basis  the  information  in  their  data  centers.  All  hands  rose.  Then 
I  asked  them  how  many  had  more  than  200  employees  who  computed  primarily  on  note¬ 
book  computers.  Most  hands  remained  raised.  Finally  I  asked  them  if  they  back  up  daily 
the  data  gathered  from  those  mobile  workers;  most  hands  fell. 

The  edge  of  your  network  is  dynamic.  It  constantly  changes  as  your  workers  move 
about  and  your  mix  of  customers,  suppliers  and  partners  changes  from  day  to  day  and 
week  to  week.  Information  that  employees  originate  and  gather  on  the  edge  of  your  net¬ 
work  leads  to — or  has  the  potential  to  create — competitive  advantage.  So  why  do  many 
CIOs  leave  that  data  unprotected? 

A  well-known  term  in  the  financial  services  industry  is  “T  plus  one,”  as  in  transaction 
plus  one  day.  It  means  the  IT  infrastructures  in  many  financial  services  companies  are  built 
to  process  financial  transactions  within  24  hours. 

CIOs  outside  the  financial  services  industry  should  adopt  an  “E  plus  one”  strategy,  as 
in  edge  plus  one.  With  E  plus  one,  CIOs  vow  to  make  sure  that  all  information  gathered 
at  the  edge  of  their  network  is  sent  to  the  data  center,  stored  and  backed  up  within  one  day. 

What’s  your  company’s  current  strategy  for  gathering  information  at  the  edge  of  the  net¬ 
work?  Does  your  company  practice  an  E  plus  one  philosophy?  Or  does  it  take  your  com¬ 
pany  longer  than  one  day  to  account  for  the  data  at  the  edge  of  the  network?  Drop  me  a 
note  detailing  your  company’s  approach. 
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Powered  Network 

The  Cisco  Powered  Network 
signature  says  a  service 
provider  delivers  its  IP 
Telephony  service  over  an 
end-to-end  Cisco  network, 
featuring  world-class  Cisco 
AVVID  (Architecture  for  Voice, 
Video,  and  Integrated  Data) 
convergence  technology.  And 
it  says  you're  signing  up  for 
the  IP  reliability,  performance, 
savings,  and  ROI  your  enter¬ 
prise  needs. To  download  the 
FREE  Cisco  Powered  Network 
"Guide  to  Outsourcing',' 
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Empowering  the 
Internet  Generation 


©2002  Cisco  Systems,  Inc.  All  rights  reserved.  Cisco,  Cisco 
Systems,  the  Cisco  Systems  logo,  Empowering  the  Internet 
Generation  and  the  Cisco  Arrow  logo  are  registered  trade¬ 
marks  or  trademarks  of  Cisco  Systems,  Inc.  and/or  its  affiliates 
in  the  U.S.  and  certain  other  countries. 
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TAKE  A  VACATION 

You  have  happened  upon  the  cultural  shift  of  our  time  [in  From  the  Editor,  “Dis-lntegration,” 
Aug.  15,  2002,  available  at  www.cio.com/printlinks ].  Ten  years  ago  (and  this  was  quite 
surprising  then),  an  instructor  in  one  of  my  leadership  courses  stated  to  me,  “Do  not  be 
tyrannized  by  corporate  culture.  Hang  your  hat  on  results!" 

The  motivation  for  my  instructor’s  discussion  was  that  he  was  leaving  the  building  at  4  p.m. 
to  travel  to  another  site  in  the  corporation,  and  he  was  nervous  about  running  into  members 
of  the  executive  team  in  the  elevator  on  the  way  out.  We  really  are  not  much  further  from  that 
fear  of  being  judged  today.  Corporate  culture  has  not  changed  that  much,  but  it  is  changing. 

(I  am  still  nervous  about  being  judged  on  my  departure  times— no  matter  my  rank  in  the 
company  or  good  cause.) 


The  folks  that  are  attached  to  the 
previous  and  current  culture  believe  in 
appearances,  suits,  and  the  power  and 
hierarchical  status  that  have  been  in 
place  during  this  evolution  and  prior  to 
it.  The  flux  of  change  has  caused  some 
of  these  folks  to  resist  and  constrict  and 
become  more  controlling. 

Vacations  are  seen  by  most  as  a  source 
of  weakness  in  today’s  corporate  Amer¬ 
ica.  Even  the  slackers  know  the  corpo¬ 
rate  line.  The  motto  is:  “Take  your  laptop 
with  you  and  get  your  voice  mail!” 

Alice  O'Hanlon 
Senior  Manager 
Federal  Reserve  Bank 
Richmond,  Va. 
absol  999@attbi.com 

You  hit  the  nail  right  on  the  head  with 
this  article.  Most  professionals  rarely 
take  more  than  one  week  vacation  at  a 
time.  That  is  not  enough  time  to  get  your 
mind  off  of  pressing  issues  at  the  office 
and  truly  relax.  My  in-laws  are  overseas 
so  we’ve  had  to  take  long  vacations  over 
the  past  15  years  or  so,  and  two  to  three 
weeks  is  fabulous.  In  Europe  it  is  encour¬ 
aged, ,  while  American  companies  fre¬ 
quently  discourage  long  vacations.  It  is 
better  for  you  and  your  employer  to 


come  back  to  work  reenergized  and 
ready  to  take  on  the  world. 

Leave  the  management  and  motiva¬ 
tional  books  at  home.  Take  the  novels 
and  journals  and  become  refreshed. 

Patti  Camilo 
Johnson  City,  N.Y. 
pcamilo@rochester.  rr.  com 

CALCULATING  BENEFITS 

Though  it  was  mentioned  briefly  in 
your  excellent  article  [“Damn  the  ROI, 
Full  Speed  Ahead,”  July  15,  2002,  at 
www.cio.com/printlinks],  I  strongly 
believe  companies  should  make  a  prac¬ 
tice  of  conducting  a  cost/benefit  analy¬ 
sis  for  major  projects  like  e-business 
implementation.  I  agree  that  the  bene¬ 
fits  should  include  both  soft  and  hard 
objectives.  The  analysis  should  also  state 
how  the  benefits  are  to  be  realized — 
through  revenue  growth,  customer  sat¬ 
isfaction  or  savings  in  setup  time.  With 
the  assistance  of  the  finance  depart¬ 
ment,  most  projects  should  contain  a 
documented  cost/benefit  report. 

Desmond  Thorpe 
President 
Stafford  Consulting 
Boston 

dlthorpe@worldnet.att.net 


I  just  read  your  article  in  CIO  and  want 
to  applaud  you  for  your  insight  and 
suggestions  in  an  area  that  has  seen  lit¬ 
tle  contemplation  of  the  factors  you  out¬ 
lined.  From  a  sales  perspective,  viable 
ROI  formulas  that  address  the  concerns 
of  CFOs  are  treated  as  the  missing  link 
to  success.  But  no  matter  how  impres¬ 
sive  the  numbers  turn  out,  I  have  never 
experienced  a  high  degree  of  buy-in  by 


"•'a.™. 


the  CFO.  Rather,  they  prefer  to  do  their 
own  calculations  with  variables  that  are 
often  kept  secret. 

Your  article  may  prove  to  be  an 
effective  tool  in  motivating  the  various 
managers  involved  in  an  e-business 
evaluation  to  more  proactively  explore 
the  possibilities  they  would  otherwise 
be  too  lazy  to  consider. 

Robert  Guinaugh 
Global  Partner  Manager 
Alterian 
Chicago 

rguinaugh@alterian.com 


WHAT  DO  YOU  THINK? 

Send  your  thoughts  and  feedback 
to  letters@cio.com.  Letters  may  be 
edited  for  length  or  clarity. 
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Does  your  remote  access  leave  you  a  little...  exposed? 


For  enterprise-class  security,  access  and  management,  Fiberlink  has  you  covered. 

Just  how  secure  is  your  remote  access?  How  dependable  is  it?  How  hard  is  it  to  manage?  If  you  want  easy  answers  to 
these  tough  questions,  you  need  Fiberlink.  Only  Fiberlink  delivers  a  level  of  integrated  security,  access  and  management  that 
optimizes  remote  access  —  anytime,  anywhere.  The  confidence  of  policy-enabled  remote  access,  with  integrated  authentication, 
intrusion  detection,  VPN,  distributed  firewall  and  virus  protection.  And  because  Fiberlink  integrates  many  of  the  world's  largest 
IP  backbones  into  a  single  solution,  you  get  true  diversity  and  redundancy  —  making  Fiberlink  an  integral  component  of  your 
business  continuity  plan.  It's  no  wonder  that  leading  industry  analysts  recommend  Fiberlink  to  their  clients.  Did  we  also  mention 
that  our  customers  typically  reduce  their  costs  by  as  much  as  80 %? 

Learn  more  at  or  call  today.  Before  you  catch  something, 

I  it)  e  rliit ;  1  v  I  .ibtraobiilif  niMjessiomilis  1  WfeerMrrk  S.e.cuTfi  iBroaidfeaiiti:  forteleconimiiitcrs  t  Fiherliink  Global  Connect:  for  branch  offices 


The  Stylistic1'  ST4000  Tablet  PC  Is  Here. 


■  ■ 
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Don't 
expect  our 
Tablet  PC  to 
be  like  all  the 
rest.  It's  not  some 
OEM  clone.  Or  a  PDA  on 
steroids.  Or  a  stripped 
down  notebook.  Instead,  it's 
powered  by  the  latest  lntel( 
processor.  Runs  any  Window's 
application.  Thrives  with  or  without  a 
keyboard  and  slip!  effortlessly  into  our 

Tablet  Dock  for  instant  desktop  duty, 
n,  it's  light,  it's  flat.  In  other  words,  it's 
12  years  of  industry-defining  experience 
be:  The  most  natural,  mobile,  productive 


thought  out  PC  the  world  has  ever  seen. 
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The  Stylistic®  ST4000  is  powered  by  an  ultra  low  voltage 
Mobile  Intel®  Pentium®  III  Processor  800MHz  -  M  which 
supports  enhanced  Intel®  SpeedStep® Technology, 


Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  of  Fujitsu  Limited.  Stylistic  is  a  registered  trademark,  of  Fujitsu  PC  Corpora!  o"  Intel,  the  Intel  Inside  logo.  Pentium  and  ntel  SpeedStep:  are  trademarks  or  registered  trade’ 
-rr»aAs  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries!  Microsoft  and  Windows  are  registered,  .trademarks  of  Microsoft  Corporation  '©2002  Fujitsu  PC;.C.ofpofati#n;  Ajf  fights  reserved.. 


12  YEARS. 

12  YEARS  OF  DESIGNING, 
TESTING  AND 
IMPLEMENTING  PEN 
COMPUTING  PRODUCTS. 

OUR  TABLET  PC  IS  HERE. 

12  YEARS  AWAY  FROM 
ORDINARY. 


THE  POSSIBILITIES  ARE  INFINITE 


Learn  how  ourTablet  PCs  can  give  your  company  a  competitive  edge. 

Call  us  today  at  1-877-372-3473  or  visit  www.fujitsupc.com/12years 


Fujitsu  recommends  Microsoft®  Windows®  XP  Professional  for  Mobile  Computing. 
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A|so  includes: 

Increased  number 
of  fruit  baskets 
from  designers. 

•  Graphics  software 
that  won’t  blow 
your  budget. 

•  Seamless 
implementation 
into  network. 

•  Flexible  licensing 
options  and 
professional 
services. 

.  Great  support 
(not  that  you’ll 
need  it). 


Although  we  don't  actually  state  it  on  the  box,  we  can  safely 
claim  that  CorelDRAW®  Graphics  Suite  1 1  will  make  your  design 
department  a  happier  place. 

Besides  being  cost-effective,  it's  also  efficient,  offering  powerful 
software  for  graphic  design,  page  layout,  photo-editing  and  vector 
animation.  And  because  it's  MSI  compliant,  it's  easy  to  deploy 
across  networks. 

As  well  as  improving  life  in  the  office,  it  will  improve  the  work.  It 
offers  your  designers  live  effects,  extensive  compatibility  and  a 
full  range  of  output  options. There’s  less  downtime,  increasing 


productivity  and  reducing  creative  brainwave  interruptus.  It  also 
has  great  customization  capabilities.  With  Microsoft  VBA,  scripts 
can  be  created  for  custom  functions.  All  in  all,  you  get  better 
design,  more  efficiency  and  job  satisfaction  all  in  one  tidy  box. 

Corel  PHOTO-PAINT®  Corel  R.A.VE7"  and  the  winner  of  over 
350  industry  awards,  CorelDRAW®  Take  a  closer  look  at 
www.corel.com/graphicssuitell  or  call  1-877-652-6735  for  sales 
information.  Available  for  Windows®  XP  and  Mac®  OS  X. 

enjoy  what  you  dor 


CorelDRAW 

#  GRAPHICS 


r 


COWL 

graphic  design 
photo  editing 
web  graphics 
animation 
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SUPPLY  CHAIN 


Hershey’s  Bittersweet  Lesson 


Where  the 
Money  Goes 
in  ERP 


‘‘Hershey’s  information  systems  are  providing  the  necessary  data  to  support  the  transfor¬ 
mation  of  the  organization  and  business  processes.  The  successful  upgrade  to  SAP  R/3 
4.6  was  a  critical  element  of  our  strategy.” 

-Hershey  Foods  VP  and  CIO  George 
David  in  an  Aug.  29,  2002,  news  release 


consider:  Could  a  failed  computer  project 
take  down  a  Fortune  500  company?  Her¬ 
shey’s  stock  price  fell  more  than  8  percent 
on  that  September  day,  and  the  computer 
system  mystery  made  the  front  page  of  The 
Wall  Street  Journal.  Analysts  didn’t  fully 
trust  Hershey’s  ability  to  deliver  candy  until 
the  following  fall,  when  things  had  long 
been  back  to  normal. 

It  was  the  beginning  of  the  dark  ages 
for  enterprise  software,  in  which  every 
press  story  about  enterprise  software  men¬ 
tioned  Hershey’s  mysterious  affliction. 
Hershey  was  the  first  confirmed  case  that 
terrified  everyone  into  thinking  that  any¬ 
one  who  touched  enterprise  software  was 
doomed  to  the  same  fate. 

Even  in  1999,  however,  enough  details 
about  the  difficulties  of  other  enterprise  soft¬ 
ware  implementations  had  leaked  out  that 
analysts  could  have  seen  that  Hershey’s  only 
real  failure  was  its  timing-— the  system  went 
live  right  about  the  time  when  orders  were 


SOURCE:  AMR  RESEARCH 


HIDING  PROBLEMS  in  your  business  can 
land  you  in  jail,  but  revealing  them,  even  if 
there’s  no  deliberate  malfeasance  afoot,  can 
get  you  in  a  lot  of  trouble  too.  Especially  if 
the  problems  have  some  connection  with 
software  and  aren’t  well  understood. 

When  candy  giant  Hershey  Foods  for¬ 


mer  CEO  and  Chairman  Kenneth  L.  Wolfe 
told  Wall  Street  analysts  during  a  confer¬ 
ence  call  in  September  1999  that  the  com¬ 
pany  was  having  problems  with  its  new 
order-taking  and  distribution  computer 
system — a  $112  million  combination  of 
software  from  ERP  maker  SAP,  CRM 
provider  Siebel  and  supply  chain  software 
from  Manugistics — he  didn’t  offer  any 
details.  He  did  say,  however,  that  the  prob¬ 
lems  were  going  to  keep  Hershey  from 
delivering  $100  million  worth  of  Kisses 
and  Jolly  Ranchers  for  Halloween  that 
year.  (Hershey  said  in  August  that  Accen¬ 
ture  and  SAP  helped  its  IT  teams  complete 
an  R/3  implementation.) 

Back  in  1999,  of 
course,  it  was  a  terrifying 
new  prospect  for 
investors  to 


How  most  companies  spend  their 
money  to  upgrade  ERP  systems. 
(Also  see  our  cover  story,  Page  46.) 


Professional  services: 

23  to  28  percent 

Hardware: 

20  to  24  percent 

Employee  labor  and  training: 

16  to  23  percent 

Software  for  upgrade: 

8  to  15  percent 

Additional  software: 

9  to  15  percent 

Networks: 

7  to  10  percent 
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With  over  35  years  of  experience,  Spherion®  Technology  helps  clients  provider,  this  meant  providing  help  desk  support  24-7,  enabling  them 
maximize  the  value  of  their  IT  investments  through  effective  planning  to  avoid  a  potential  $15  million  in  lost  business  per  year.  Which  is  why 
and  implementation  of  IT  solutions.  For  a  leading  pharmaceutical  nearly  90%  of  companies  who  use  us,  continue  to  use  us. 


-v  •  .  :  jf  m  *  '  v-  *  *  •  •*?/!:•  ♦,  :  :• '  *  *  ■ .  : «  •  ~ 

. 

•  •  ,  f  T-*  .  ,  ■  ‘  ,  1  '  /  *  *  f  *  •  T  >  !  '  •  f  •  >»-•  *  » I  #  •*  i  ,  .  ...»  *  1  .'  <  •  ,1  I  ■  t  -•.  (  (  ,  .  •  • 

•  '■  :  e:  '  '  r:F  ' 

spherion 

■ -  v  .  ■  ■  .P  <  . J  ■  ■  c  >■  ■.'< ' .  ■  . .  *  ' 

mnlcmcr  iUp  wnvknlnrp  u/nrlc  VipWpv 


800-SPHERION  •  SpherionTechnology.com 


THERE'S  A  BETTER  WAY  TO 

MAXIMIZE  IT  EFFECTIVENESS 


V': 


trendlines 


Hershey’s 

Continued  from  Page  22 

pouring  in  for  Halloween,  and  they 
couldn’t  be  fulfilled.  Other  than  that, 
Hershey’s  experience  was  pretty 
average.  Studies  have  shown  that 
most  companies  that  install  enter¬ 
prise  software  are  late,  their  business 
processes  suffer  temporarily,  and 
their  revenue  can  take  a  hit  for  as 
long  as  six  months. 

Today,  Wall  Street  analysts  don’t 
bother  about  Hershey’s  computer 
systems.  “We  were  hypersensitive  to 
the  system  problem  back  then,  but 
now  it’s  a  nonissue,”  says  Richard 
Joy,  senior  investment  officer  for 
Standard  and  Poors,  a  New  York 
City-based  research  company.  He 
thinks  Hershey  now  may  even  be  a 
little  better  at  delivering  candy  than  it 
was  back  then. 

So  when  Hershey  issued  a  press 
release  in  August  saying  that  it  had 
completed  a  successful  upgrade  of  its 
SAP  ERP  system,  we  figured  the 
company  might  want  to  end  the 
3-year-old  mystery.  But  we  couldn’t 
get  an  interview. 

Here’s  what  former  CEO  Wolfe 
(he  retired  in  2001)  should  have 
said  in  1999:  Enterprise  software  is 
hard.  It  takes  a  long  time.  It’s  hard 
to  get  people  to  change  the  ways 
they  work  so  that  the  system  will 


function  correctly.  But  they  eventu¬ 
ally  adapt.  And  you  will  have  prob¬ 
lems  in  your  business  at  first 
because  enterprise  software  isn’t 
just  software.  It  requires  changing 
the  way  you  do  business. 

More  and  more,  CEOs  are  going 
to  have  to  talk  intelligently  about 
their  computer  systems  during  quar¬ 
terly  conference  calls  with  Wall 
Street — if  they  can’t  do  it  well, 
investors,  analysts  and  the  press  will 
bash  their  companies,  probably 
harder  than  they  deserve.  Most  com¬ 
panies  hide  their  problems  with  com¬ 
puter  systems  from  public  scrutiny. 
“I  tell  my  clients  never  to  talk  about 
the  problems,”  says  Jim  Shepard, 
senior  vice  president  for  AMR 
Research  in  Boston.  “The  thing  Her¬ 
shey  can  be  faulted  for  was  to 
announce  that  they  had  blown  ERP 
as  justification  for  missing  earnings.” 

But  it’s  getting  harder  to  hide 
computer  systems  from  Wall  Street. 
Software  systems  run  the  business 
now.  And  if  problems  are  hidden 
they  can  fester  and  explode  in  an 
even  bigger  mess.  If  there  is  a  lesson 
in  the  Hershey  soap  opera,  it’s  not 
that  companies  should  hide  their 
computer  system  problems;  it’s  that 
CIOs  have  to  help  their  CEOs  do  a 
better  job  of  explaining  the  problems 
and  outlining  the  solutions. 

- Christopher  Koch 


I.T.  TRAINING 

Doing  More 
with  Less 

IF  YOU’VE  TURNED  AWAY  a  training 
manager  looking  for  more  e-learning  dollars, 
you’re  not  the  only  CIO  to  do  so  this  year.  The 
tight  IT  budgets  that  reined  in  big  projects 
also  limited  spending  on  Web-based  learning 
management  systems,  according  to  a  report 
published  in  October. 

That  doesn’t  mean  there’s  less  going  on, 
though.  In  fact,  what’s  most  notable  in  the 
report— titled  “The  Growth  of  E-Learning  in 
2002,”  from  e-learning  researchers  at 
Sunnyvale,  Calif.-based  Brandon-hall.com— 
is  that  new  government  regulations  and 
business  process  changes  mean  more 
organizations,  from  financial  services  to 
pharmaceutical  companies,  are  turning  to  e- 
learning.  They’re  just  using  what  they  already 
have  in  place,  says  lead  researcher  Brandon 
Hall.  For  example,  the  federal  government, 
with  the  biggest  information  technology 
budget,  has  consolidated  its  e-learning 
programs  at  www.golearn.gov. 

“Another  way  training  departments  are 
increasing  their  use  of  e-learning  without 
spending  a  lot  of  money  is  by  creating  their 
own  simple  Web-based  courses,”  the  report 
notes.  All  of  this  sounds  like  a  healthy  exer¬ 
cise  in  R0I  and  dollar-stretching,  and  Hall 
says  you  can  expect  more  in  2003. 
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THE  EMOTICON,  punctuation  n  arks  assembled  to  let  an 
e-mail  recipient  know  you’re  only  joking— or  sad,  or  any 
other  emotion— celebrated  its  20th  anniversary  on  Sept. 

s  reported.,  an  IBM  neural  networks 
researcher  named  Scott  Fahlman  invented  the  :-)  emoti¬ 
con— called  the  smiley— as  a  way  to  indicate  a  joke  during 
Tin  board  discussions.:  Now,  online 
adictionary.com  list  more  than  200 
emoticons.  See  more  at  right. 
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High  five 


Furious 


Raised  eyebrow 


#:-0  [  -  \~/ 


a  Walkman 


Full  glass 
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TO  SIEBEL, 
'VE  GOT  Y 


According  to  a  recent  IDC  report  on  the  clustering  and  availability  software  market.  \  K H 1  I  AS 
Software  was  both  the  fastest  growing  company  in  the  segment  and  the  revenue  leader  in  2001. 
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Working  Smart 


The  Power  of  Minds  at  Work: 
Organizational  Intelligence  in  Action 

By  Karl  Albrecht 
Amacom,  2002,  $24.95 


WHEN  GROUPED  together 
in  an  organization,  intelli¬ 
gent  people  tend  toward 
collective  stupidity.  Al- 


though  you  may  have 
already  concluded  this 
for  yourself,  in  organ¬ 
izational  consultant 
Karl  Albrecht’s  The 
Power  of  Minds  at 
Work,  this  assertion  is 
posited  as  Albrecht’s  Law. 

The  book  begins  with  a  brief  discussion 
of  the  dynamics  that  lead  to  collective  stu¬ 
pidity — or  “learned  incapacity,”  as  he 
politely  describes  it.  That  incapacity 
includes  various  forms  of  dysfunction, 
groupthink  or  denial  that  may  result  from 
faulty  leadership  or  outmoded  and  rigid 
systems.  This  discussion  turns  out  to  be  a 
prologue  to  the  book’s  real  subject  mat¬ 
ter — the  dynamics  of  the  opposite  of  col¬ 
lective  stupidity,  namely,  organizational 
intelligence  (OI),  which  he  defines  as  “the 
capacity  of  an  organization  to  mobilize  all 
of  its  brainpower  and  focus  that  brain¬ 
power  on  achieving  the  mission.” 

That  sounds  good,  but  is  there  any  way 
of  determining  if  a  company  has  OI?  Yes, 
says  Albrecht;  by  scoring  it  using  his  seven 
aspects  or  “traits”  of  OI.  Those  traits  are 
strategic  vision,  shared  fate,  appetite  for 
change,  energy  or  “heart,”  alignment  and 
congruence,  knowledge  deployment  and 
performance  pressure. 

Albrecht  devotes  a  chapter  to  each  trait 
and  provides  loads  of  anecdotes  to  illus¬ 
trate  his  points.  Although  some  are  old 
chestnuts  of  business  lore,  some  feel  new 
and  up-to-date,  including  the  recent 
predicaments  of  Enron  and  the  U.S. 
Catholic  church. 


It  sometimes  feels  as  if  the  author  has 
just  taken  a  good  metaphor  and  turned  it 
into  a  long  book.  He  tells  the  reader  early 
on  that  not  even  he  has  a  method  for  mak¬ 
ing  an  organization  highly  intelligent.  The 
best  he  can  do,  he  says,  is  to  call  attention 
to  the  things  that  an  enterprise  can  do — or 
should  avoid  doing — to  build  OI.  It  would 
have  been  better  had  he  given  the  reader  a 
little  less  food  for  thought  and  a  few  more 
recipes  for  action.  -Sandy  Kendall 
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5  The  Elusive  Quest  for  Growth: 

Economists’  Adventures 
and  Misadventures  in  the  Tropics 

by  William  Easterly 
MIT  Press,  2001 


Slow  and  Steady 


4  The  Art  of  Possibility 

by  Rosamund  Stone  Zander  and 
Benjamin  Zander 

Harvard  Business  School  Press,  2000 


Out  of  the  Box:  Strategies 
for  Achieving  Profits  Today 
and  Growth  Tomorrow  Through 
Web  Services 

By  John  Hagel  III 

Harvard  Business  School  Press, 

2002,  $29.95 


3  Globalization  and  Its 
Discontents 

by  Joseph  E.  Stiglitz 
W.W.  Norton  &  Co.,  2002 


THE  COVER  IMAGE— a  snail  with  a  box 
tied  to  its  back — seems  to  say  it  all.  The 
much-touted  arena  of  Web  services  is  going 
to  force  many  of  us  to  think  outside  the 
box,  but  since  it’s  advancing  on  us  at  a 
snail’s  pace,  we  have  some  time  to  get 
ready.  In  Out  of  the  Box,  author  and  noted 


2  Crossing  the  Unknown  Sea: 
Work  As  a  Pilgrimage  of  Identity 

by  David  Whyte 
Penguin  Putnam,  2001 


IThe  Tipping  Point:  How  Little 
Things  Can  Make  a  Big  Difference 

by  Malcolm  Gladwell 
Little,  Brown  &  Co.,  2000 


SOURCE:  SEPTEMBER  2002  DATA  COMPILED  BY 
WORDSWORTH  BOOKS.  CAMBRIDGE.  MASS. 


former  McKinsey  consultant  John  Hagel 
presents  one  of  the  clearer  explanations  of 
Web  services  available  (for  further  enlight¬ 
enment,  check  out  “Web  Services:  Not 
Ready  for  Prime  Time,”  available  online  at 
www. cio.com/printlinks). 

Hagel  suggests  that  organizations 
will  need  a  good  shaking  up  to 
take  advantage  of  this  new  tech¬ 
nology.  Just  as  Web  services 
employs  a  loosely  coupled 
environment,  the  organiza¬ 
tion  of  the  future  will 
greatly  benefit  from  man¬ 
agement  that  employs  a 
similarly  loosened  struc¬ 
ture.  Information  and 
ideas  flow  better  with 
an  “orchestrator” 


Out 
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rather  than  a  “controller”  at  the  helm, 
Hagel  states.  Employees  with  specializa¬ 
tions  in  world-class  capabilities  will  excel 
over  those  with  all-purpose  service 
abilities.  Web 
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technology  will  free 
employees  from  the 
burdens  of  mundane 
administrative  tasks 
so  that  they  can  better 
focus  on  problem¬ 
solving  and  exception¬ 
handling. 

Sound  like  a  tall  order? 
Maybe  not  for  snails. 

-Janice  Brand 
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"We  need  global  scalability  without  overspending." 
"I  said  24x7x365.  NOT  22  or  23.  24!" 


"We're  losing  our  competitive  edge — what's  IT  going  to  do  about  it?" 


Don't  take  the  heat  for 
infrastructure  limitations 


II 


Are  you  ready  for  the  2002  holiday  shopping  season?  Yesterday's  centralized 
infrastructure  melts  under  today's  e-business  demands.  Akamai  eliminates  the  need 
for  costly  overprovisioning  via  a  massively  distributed  secure  computing  platform, 
enabling  enterprises  to  instantly  access  customers,  partners,  and  suppliers.  With 
on-demand  scalability,  reliability,  and  global  reach,  Akamai  increases  productivity  across 
the  enterprise  and  provides  a  superior  user  experience — contributing  to  bottom-line 
savings,  top-line  growth  and  a  happy  holiday  season. 


Receive  your  Executive  Guide  to  E-Business  Infrastructure* 

and  learn  how  your  e-business  can  benefit  from  Akamai  Technologies,  Inc. 


tnabiiog  E-iJusiuess  Through 
Distributed  infrastructure 
An  Executive  Guide 


*  Includes  the  seven  criteria  all  e-business  infrastructure  should  meet! 

. 

Ip1*  visit  www.akamai.com/CIOmag 
or  call  1.888.340.4252 


Akamai 
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©  2002  Akamai  Technologies,  Inc.  All  Rights  Reserved.  Akamai  and  the  Akamai  logo  are  registered  trademarks. 
All  other  trademarks  contained  herein  are  the  property  of  their  respective  owners. 
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Let  IT  Snow 


AS  2002  draws  to  a  close  and  the  northern  hemisphere  begins  to 
cool,  thousands  of  eager  skiers  and  snowboarders  turn  their  eyes  to 
the  sky,  awaiting  the  coming  snow.  For  the  ski  resort  owners  who 
serve  them,  the  stakes  couldn’t  be  higher. 

The  skiing  industry  faces  an  industrywide  decline  in  skier  visits, 


a  hurting  economy  and  several  consecutive  mild  winters.  “Ski 
resorts  make  the  vast  portion  of  their  revenue  in  three  to 
four  months,”  says  Matthew  Dunn,  senior  vice  president  and 
CIO  of  Vancouver,  British  Columbia-based  Intrawest.  For 
Intrawest,  North  America’s  largest  ski  resort  operating  com¬ 
pany  with  14  sites  and  $986  million  in  annual  revenue, 
there’s  a  lot  more  to  preparing  for  the  season  than  testing 
chairlifts. 

Intrawest  is  competing  not  only  for  new  skiers  but  also  for 
the  attention  of  the  old  ones.  Dunn  is  responding  on  one  front 
by  devising  e-mail  marketing  campaigns.  “We’ve  taken  a  sub¬ 
stantial  step  into  direct  marketing,  trying  to  get  more  specific 
and  targeted  based  on  what  we  know  of  their  interests  and 
predilections,”  he  says.  “We’re  approaching  this  on  an  above- 
the-line  permission  basis.  We’re  not  going  to  spam.  What  we 
provide,  our  customers  love.  We  don’t  need  to  strong-arm 
them;  we’re  just  trying  to  remind  them  we’re  here.” 

The  seasonal  nature  of  Intrawest’s  business  means  the 
company  has  to  get  its  IT  house  in  order  before  the  snow 
flies.  After  that,  there’s  no  time  for  anything  but  maintenance. 
“You  get  once  a  year  to  innovate,”  says  Dunn. 

Intrawest  just  completed  a  three-year  enterprisewide  J.D. 
Edwards  ERP  implementation  that  will  standardize  back- 
office  functions  like  finance  and  logistics.  The  last  site  within 
Intra west’s  network  of  resorts  went  live  in  July.  “A  critical 
step  in  the  [implementation’s]  success  was  bringing  it  in- 
house”  rather  than  use  consultants,  he  says. 

The  tight  time  frame  for  Intrawest’s  operations  also  means 
significant  seasonal  hiring — not  just  ski  patrollers  and  ham¬ 
burger  flippers  but  also  IT  staff,  particularly  on  help  desk 
duty,  Dunn  says. 

Blackcomb  and  Whistler,  Intra  west’s  flagship  resorts  just 
outside  Vancouver,  are  due  to  open  Nov.  23  and  28,  respec¬ 
tively.  By  then,  Dunn  hopes,  back-office  functions  will  be  running 
smoothly,  each  of  Intra  west’s  four  major  call  centers  will  be  fully 
staffed,  and  skiers  will  be  informed  via  e-mail  of  resort  attractions, 
prices  and  deals. 

Then  all  he’ll  need  is  the  white  stuff.  -Lafe  Low 


WIRELESS 

Turkey  Watch 

WHEN  YOU  NEXT  SEE  a  pop-up  ad  for  wireless  camera,  think  of  the  turkeys  on  Mauna  Kea,  a 
Hawaiian  mountain  famous  for  its  observatory  telescopes  and  its  85,000-acre  forest  reserve.  A 
weatherproof  set  of  these  wireless  cameras  helps  researchers  monitor  the  habitats  and  feeding 
patterns  of  species  like  the  endangered  finch-billed  palila  and  the  not-so-endangered  Rio  Grande 
turkey.  (Yes,  that’s  a  type  that  may  end  up  on  your  Thanksgiving  table.) 

Tod  Lum,  West  Hawaiian  wildlife  manager  for  the  state  Division  of  Forestry  and  Wildlife,  says  the 
cameras  link  to  websites  so  that  area  high  school  students  can  study  the  animals.  "You  really  have 
to  visit  here  to  see  for  yourself,"  Lum  says.  We  plan  to  click  on  the  next  travel  bargain  pop-up  ad. 

-Michael  Goldberg 
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THE  ONE-TWO  PUNCH: 
RELIABILITY.  AFFORDABILITY. 


(©server 


Winning  with  UNIX!  The  new  IBM  (©server  pSeries™  630.  Affordable,  yet  loaded  with  key  mainframe-like 
reliability  features.  Like  Chipkill™  memory  which  detects  and  corrects  memory  errors  -  making  downtime 
due  to  memory  failure  about  100  times  less  likely.1  So  your  apps  keep  running.  For  an  IDG  report  on 
technology’s  role  in  advancing  your  business,  or  for  special  financing  info,  go  to  ibm.com/eserver/p630. 
Reliability  and  affordability.  As  simple  as  one,  two,  three. 


@l>usi/KSs  is  ifa. 


'See  IBM  study  by  Timothy  J.  Dell,  “A  White  Paper  on  the  Benefits  of  Chipkill-Correct  ECC  for  PC  Server  Main  Memory,”  dated  November  25, 1997  available  at  the  following:  http://Www.ibrn.com/servers/eserver/pseries/ 
campaigns/chipkill.pdf.  IBM,  the  e-business  logo,  Chipkill,  pSeries  and  e-business  is  the  game.  Play  to  win  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States 
and/br  other  countries.  UNIX  is  a  registered  trademark  of  The  Open  Group.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©2002  IBM  Corporation.  All  rights  reserved. 
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Cybersecurity  Strategy:  A  Work  in  Progress 


RICHARD  CLARKE  didn  ’t  want  to  create 
just  another  one  of  those  reports  that 
Washington  churns  out  as  easily  as  net¬ 
work  TV  cranks  out  new  reality  shows. 
But  in  trying  to  meet  the  impossible  chal¬ 
lenge  of  pleasing  politicians,  private  indus¬ 
try  and  public  users  alike,  that  may  be 
exactly  what  the  president’s  cybersecurity 

adviser  has  done. 
A  64-page  docu¬ 
ment  released  in 
September,  titled 
“The  National 
Strategy  to  Secure 
Cyberspace,”  is 
less  a  strategy  with 
specific  action 
items  than  a  list  of 
best  practices,  rec¬ 
ommendations  and  suggestions. 

The  good  news  is  that  it  is  a  draft.  In 
the  past  year,  the  White  House  has  spon¬ 
sored  four  town  hall  meetings  around  the 
country  and  published  53  sets  of  key  ques¬ 
tions  to  spark  public  debate.  But  Clarke 
and  strategy  coauthor  Howard  Schmidt, 
vice  chair  of  President  Bush’s  Critical  Infra¬ 
structure  Protection  Board,  claim  they 
need  even  more  input  before  a  final  strat¬ 
egy  is  produced. 

Jim  Dempsey,  deputy  director  with  the 
Washington,  D.C. -based  Center  for 
Democracy  and  Technology,  a  pro-civil  lib¬ 
erties  lobbying  group,  believes  the  strategy 
might  not  have  sufficient  incentives  for  pri¬ 
vate  industry  to  act,  but  he’s  not  sure 
where  the  pressure  to  be  secure  should 
come  from.  “I  think  [the  government]  cor¬ 
rectly  recognized  that  they  could  not  take 
a  regulatory  approach,  but  that  still  leaves 
open  the  question  of  whether  we  in  society 
have  the  right  mix  of  incentives  for  secu¬ 
rity,”  says  Dempsey. 

If  government  and  private  industry  are 


unable  to  agree  on  security  needs  and 
mandates,  the  future  security  of  cyber¬ 
space  is  in  jeopardy,  says  RSA  Security 
President  and  CEO  Arthur  Coviello.  “I 
was  a  little  disappointed  that  it  was  just  a 
draft,  but  now  people  can  debate  it.  The 
government  has  the  opportunity  to  lead 
by  example,  to  put  their  money  where 
their  mouth  is,”  he  says. 


The  White  House  is  planning  eight 
more  town  hall  meetings  and  is  accepting 
comments  until  Nov.  1 8  via  e-mail  at  feed 
back@cybersecurity.gov.  No  date  has  been 
set  for  the  final  release  of  the  guidelines, 
but  as  the  draft  strategy  ironically  argues, 
“good  intentions  and  good  beginnings  are 
not  the  measure  of  success.  Rather,  the 
government  will  require  demonstrated  per¬ 
formance  and  results.”  For  a  copy  of  the 
cybersecurity  strategy,  go  to  www.white 
house.gov/nsc/nss.html.  -Julie  Hanson 


New  Rules  for  Imports  Will  Save 
Supply  Chain  Costs 

THE  GOVERNMENT  is  going  to  help  make  your  supply  chain  more  efficient.  Now 
stifle  that  laugh.  U.S.  Customs  regulations  proposed  in  August  require  data  about 
imports  to  be  reported  to  the  Customs  agency  24  hours  before  the  goods  are  loaded 
on  any  ship  bound  for  the  United  States.  That  means  you  and  your  supply  chain 
partners  will  have  to  share  more  information  online.  And  it  will  save  you  money. 

Getting  shipping  manifest  data  electronically  is  the  best  way 
for  shippers,  which  have  to  file  the  manifests  with  Customs,  to 
get  the  real-time  information  they’ll  need  to  comply  with  the 
rules.  But  according  to  Cindy  Stoddard,  vice  president  and  CIO 
of  Oakland,  Calif.-based  logistics  company  American  Presi¬ 
dent  Lines  (APL),  most  cargo  data  still  comes  in  from  buyers  or 
their  import  agents  on  paper.  APL  has  to  key  the  data  into  its 
systems  before  it  sends  the  information  to  Customs.  Customs 
uses  the  manifests  to  decide  which  ships  get  inspected.  If  the 
manifest  doesn’t  show  up  until  the  ship  does,  the  shipper— and 
whoever  bought  the  goods— has  to  wait  until  Customs  gives 
the  OK  to  unload.  Almost  half  of  the  $1.2  trillion  worth  of  goods  U.S.  companies 
import  annually  arrive  by  ship.  Purdue  University  economist  David  Hummels  finds 
that  a  day  of  delay  on  the  docks  for  any  reason  costs  the  United  States  nearly 
1  percent  of  the  value  of  the  goods  being  shipped— $8,000  for  every  $1  million  worth. 

New  homeland  security  measures  demand  that  Customs  screen  more  cargo  for 
illegal  weapons  or  dangerous  chemicals.  By  getting  the  manifests  before  ships  leave 
port,  inspectors  can  identify  risky  shipments  before  they  arrive.  They  won’t  have  to 
hold  up  shipments  that  aren’t  suspicious  while  they  check  everyone’s  documents, 
said  Customs  Commissioner  Robert  Bonner  in  a  speech  last  summer.  At  press  time, 
Customs  was  reviewing  comments  about  the  proposed  rules,  and  officials  couldn't 
predict  when  they  would  be  finalized.  -Sarah  Johnson 
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PRODUCTIVITY  PERFORMANCE  24/7  AVAILABILITY  LOWER  TCO 


You  don't  have  to  put  the  brakes  on  your  business  to  improve  application 
performance  and  availability.  At  Quest,  our  single  focus  is  creating  software 
products  to  help  you  develop,  deploy,  manage  and  maintain  enterprise 
applications  without  expensive  downtime  or  business  interruption.  Join 
the  more  than  1 8,000  global  businesses,  including  75%  of  the  Fortune  500, 
who  are  Application  Confident  with  Quest  Software. 

Download  Quest's  white  paper  "Reducing  Downtime 
During  A  Consolidation"  at  www.quest.com/confident. 

QUEST 
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Where  the  Pirates  Are 


THERE’S  A  FASCINATING  website  cover¬ 
ing  the  various  aspects  of  piracy — but  it 
has  nothing  to  do  with  software  or  copy¬ 
right  infringement.  This  site  helps  inter¬ 
national  shippers  stay  aware  of  and  away 
from  modern-day  pirates.  Cast  aside  any 
notions  of  swashbuckling  derring-do, 
though.  These  21st  century  buccaneers 
are  often  equipped  with  speedboats, 
machetes,  automatic  weapons  and  the 
seafaring  knowledge  needed  to  make  off 
with  oceangoing  freighters. 

The  “Weekly  Piracy  Report,”  posted  on 
the  ICC  Commercial  Crime  Services  site 
(www.icc-ccs.org),  provides  accounts  of 
attempted  and  successful  pirate  attacks.  It 
also  includes  maps  of  hot  spots  where 
pirating  and  robberies  frequently  occur  (for 
example,  there  was  a  warning  to  avoid  the 
“pirate-infested  Somalia  coast”  this  past 
summer),  as  well  as  links  to  helpful  inter¬ 
national  agencies. 

Logs  from  ICC,  which  is  based  in  Kuala 
Lumpur,  Malaysia,  provide  brief  and  dis¬ 
turbing  reports  of  the  most  recent  pirate 


escapades.  One  of  the  many  posted 
accounts  reads  in  part:  “28.09.2002 
at  0300  LT  at  Pulau  Ayu  Keciil  off 
Karimun  Islands,  Malacca  Straits, 
Malaysia.  Pirates  armed  with  guns 
and  knives  boarded  a  tanker.  They 
tied  the  hands  of  14  crew  members 
and  locked  them  in  a  cabin.  Pirates 
transferred  her  cargo  of  3,000  met¬ 
ric  tons  of  diesel  to  another  tanker. 

All  communication  equipment  was 
damaged.  After  pirates  left,  crew 
freed  themselves  and  reported  to 
owners  by  hand  phone.  The  tanker 
arrived  at  Pasir  Gudang  port  on  the 
29.09.2002.” 

Piracy  is  a  growing  threat  to 
shipping.  There  were  469  incidents 
in  2000,  which  was  an  exception¬ 
ally  bad  year  for  pirate  attacks,  says 
Capt.  Pottengal  Mukundan,  direc¬ 
tor  of  ICC’s  Commercial  Crimes 
Unit.  Recent  figures  show  87  attacks  were 
reported  in  the  first  quarter  of  2002,  up 
from  68  for  the  same  period  in  2001.  So 


far  this  year,  there  have  been  33  piracy 
incidents  off  the  African  coast,  and  32  in 
Southeast  Asia.  -Tom  Wailgum 
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Pay  Us  Now  AND  Later 


THE  MOMENT  you  buy  a 

license  for  enterprise 
software  you  begin  paying  a 
maintenance  fee  that  adds 
up  to  25  percent  of  the 
license  price  for  the  latest 
version.  Those  fees,  charged 
by  most  software  makers, 
are  becoming  a  sore  point  for 
CIOs  as  the  percentages  rise: 
from  15  percent  to  18  percent 
in  1999  to  18  percent  to  25 
percent  today,  says  Jane 
Disbrow,  a  CRM  software 
analyst  at  Gartner.  (For  more 


on  upgrades,  see  "Enterprise 
Software  Upgrades:  Less 
Pain,  More  Gain,”  Page  46.) 

But  what  really  gets  CIOs 
is  that  the  fees  don't  just  go 
to  bug  fixes  and  help  desk 
staff.  Between  20  percent 
and  50  percent  of  the  fees  is 
used  for  future  R&D  and 
upgrades,  according  to  AMR 
Research.  Such  software  is 
a  long-term  investment, 
and  some  CIOs  question 
whether  they’re  getting  an 
adequate  return. 


Jerry  Hale,  vice  president 
and  CIO  of  Eastman  Chemi¬ 
cal  of  Kingsport,  Tenn.,  says 
he  feels  he’s  already  paid 
for  new  functions  through 
maintenance  fees.  “If  I'm 
paying  20  percent  of  my 
license  fees  for  mainte¬ 
nance  for  five  years  and 
that  money  is  going  toward 
new  development,  then  I 
should  expect  to  get  a  lot  of 
new  functionality  when  I 
upgrade,”  he  says.  “There 
needs  to  be  some  kind  of 
grassroots  effort  where 
companies  start  insisting 
that  the  software  vendors 
unbundle  the  different 
components  of  mainte¬ 
nance  payments  and  give 


us  more  visibility  into  how 
those  dollars  are  being 
spent." 

Vendors  acknowledge 
that  in  a  tight  economy 
customers  are  complaining 
about  paying  such  fees. 

But  they  say  that  the  fee 
system  keeps  the  initial 
license  fees  from  ballooning 
while  also  funding  the 
new  functionality  that 
customers  demand.  Mike 
Gregoire,  senior  vice 
president  for  PeopleSoft 
global  services,  says, 

“You’re  not  just  paying  for 
support;  you’re  paying  us  to 
innovate  because  it’s  not  a 
stagnant  world.” 

-Christopher  Koch 
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Don't  Buy  More 
Shelfware! 


Software 

Shelfware 

In  production 

On  the  shelf 

Career  enhancing 

Career  limiting 

Lowers  cost  and  enhances  revenue 

Produces  nothing,  but  costs  a  lot 

Automates  critical  business  processes 

Automates  nothing 

Provides  information  for  better- 
decision-making 

Contributes  to  poor  decision-making 

Supported  by  viable  vendors 

Drives  vendors  out  of  business 

Calculated  view  of  IT 

Cost-center  view  of  IT 

Strategic  investment 

Strategic  error 

Oracle  E-Business  Suite: 

A  Cure  for  the  Common  Shelfware 

Why  waste  time  and  money  on  expensive  shelfware? 
Oracle  E-Business  Suite  helps  you  manage  by  fact  and 
make  better  business  decisions  with  complete  automation 
and  real-time  business  intelligence. 

For  more  information  on  how  Oracle  E-Business  Suite 

can  help  you,  go  to:  oracle.com/start 

and  enter  keyword:  SUITE. 


£-businesssuite 


6?-businesssuite 


Oracle  E-Business  Suite: 
Gives  You  a  Cure  for  the 
Common  Shelfware 


So  much  application  software  is  never  implemented 
because  it  requires  extensive  effort  to  integrate,  demands 
wholesale  replacement  of  existing  software,  or  does  not 
provide  provide  the  required  functionality. 

Oracle  understands  the  value  in  strategic  software 
investments  — investing  in  a  more  complete  software 
solution  can  give  you  a  competitive  advantage  and  help 
lower  operating  costs. 

That's  why  Oracle  E-Business  Suite  gives  you  end-to-end 
process  automation  and  Daily  Business  Intelligence.  Built- 
in  flexibility  and  complete  intelligence  allow  you  to: 

•  Take  the  guesswork  out  of  your  business  decisions 

•  Streamline  processes  and  improve  on  efficiencies 

•  Manage  the  flow  of  information  across  the  enterprise 

Oracle's  open  and  modular  approach  means  you  can 
invest  in  increments,  implementing  new  applications  as 
you  need  them.  No  need  for  costly,  protracted  IT  projects 
that  might  deliver  only  a  fraction  of  what  you  need  — 
Oracle  gives  you  the  complete  functionality  and 
intelligence  you  need  in  an  integrated  suite  of 
applications. 


oracle.com/start 


To  learn  more  about  Oracle  E-Business  Suite,  go  to:  Oracle. COm/start 

enter  keyword:  SUITE. 

[http://www.oracle.com/start/mbf/tech  intro.htm  I  ?src=1392502&Act=10] 


Oracle 


Get  a  deeper  understanding  of  Oracle's  complete  solution  at 
Oracle  AppsWorld,  Oracle's  application  users  group  conference. 

For  more  information  on  AppsWorld,  go  to:  oracle.com/appsworld/ 
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AN  AGENDA  FOR 
PROFESSIONAL 
AND  PERSONAL 
SUCCESS 


As  information  technology  permeates  all 
areas  of  the  business,  CIOs  have  found  that 
they  are  expected  to  be  much  more  than 
technology  experts.  They  need  to  be  leaders, 
motivators,  communicators,  educators  and 
collaborators.  They  need  to  work  within  the 
organization’s  ethics,  values  and  culture, 
navigate  the  politics,  set  realistic  expectations. 
They  need  to  establ  ish  themselves  as  trusted 
partners  throughout  the  organization.  And 
yes — they  sti  1 1  need  to  keep  current  with 
technologies  that  will  significantly  impact 
the  business. 


The  Magazine  for 
Information  Executives 


Join  your  CIO  peers  as  we  explore  how 
to  hone  the  skills  you  need  to  become 
The  Complete  CIO. 

Visit  us  at  www.cio.com/conferences 
or  call  800  366-0246. 


IT  EXECUTIVES  ARE 
UNLIKELY  DISPSTEIHS. 
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AND  NOT  THE  MOST  LIKELY  ONES 


Deadly  virus  proves 
no  PC  is  immune. 

By  TOW  Caplan  NirndaE.  the  latest  version  service  on  Tuesday  and 

The  Guardian  of  the  computer  worm,  has  part  of  Wednesday  that  has 

A  new  version  of  a  mali-  been  detected  on  computer  been  attributed  to  Nimda, 
eious  computer  program  networks  since  Monday,  said  Catherine  Matthews,  a 
known  as  Nimda  is  makin?  The  first  version.  Nimda.  A.  spokeswoman  for  the  com- 


Some  tilings  aren’t  a  question  of  if,  but  wben.  Like  tbe 
proliferation  of  sneaky,  new  computer  viruses.  Unfortunately, 
studies  sbow  tbey  will  occur  witb  increasing  frequency  and  severity, 
wreaking  kavoc  on  corporate  desktops  and  laptops.  Often,  even 
witb  virus  protection.  (And  don’t  even  get  us  started  on  tbe  PC 
perils  from  backers,  tbeft,  loss,  crashes  and  user  errors.) 

There  is  a  way  to  cover  your,  um,  assets.  Prepare  for  tbe  absolute 
worst  witb  tbe  absolute  best.  Connected  TLM™.  Tbe  five-star-award- 
winning  software  that  backs  up  and  recovers  anything  from  a  single 
file  to  an  entire  disk  image.  One  PC  or  100,000.  Continuously. 
Transparently.  Completely.  To  our  data  center  or  yours. 

Because  you  never  know  wben  disaster  will  strike.  But  if  you’re 
in  tbe  IT  business,  you  can  be  pretty  sure 


it’ll  happen  two  or  three  times  a  day. 


CONNECTED 


Tkuii  vf  nj  as  iuftrtmturK  insurant. 


Visit  www.connected.com/customers  or  call  800.934.0956  (toll  free,  North  America).  Over  450  organizations  are 
now  covered  by  Connected.  These  include  Boeing,  Cisco  Systems,  Citgo  Petroleum,  EMC,  Gap  Inc.,  Goodrich, 
Hewlett-Packard,  Koch  Industries,  PeopleSoft,  Silicon  Graphics,  U.S.  Postal  Service  and  Verizon. 
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Field-Tested  Ideas  from  CIOs  for  CIOs 


It’s  Not  Your 
IT  Portfolio— 
It’s  Theirs 

CIOs  who  think  they  should  be  in  charge 
of  selecting  IT  projects  are  asking  for  a  very  short 
career,  according  to  Ace  Hardware’s  CIO 

BY  PAUL  INGEVALDSON 

ONE  OF  THE  MOST  URGENT  DEBATES  in  our  field  today  is:  How  do 

we  ensure  that  the  IT  plan  is  consistent  with  the  company’s 
strategy?  We  attend  conference  after  conference  grappling  with 
just  this  question.  I  think  this  is  one  of  the  most  important  issues 
that  IT  faces,  and  it  is  at  the  heart  of  how  IT  is  accepted  within 
an  organization. 

Here’s  my  answer:  If  you  want  to  make  sure  IT  is  consistent 
with  company  strategy,  you  must  put  the  responsibility  for  port¬ 
folio  management  where  it  belongs — with  the  executives  who 
manage  the  business  units.  It  is  not  the  role  of  IT  to  determine 
which  projects  should  be  given  IT  resources  each  year.  Nor 
should  it  be  IT’s  responsibility  to  justify  and  develop  the  ROI  on 
projects.  I  believe  that  all  of  this  is  the  responsibility  of  those 
managing  the  business.  It  must  be  the  user  managers  who  deter¬ 
mine  what  systems  they  need  to  get  the  job  done.  In  other 
words,  IT  is  everybody’s  business. 

It  really  gets  down  to  the  question  of  who  is  held  responsi¬ 
ble  for  the  development  agenda.  At  Ace  Hardware,  no  one 
ever  comes  to  me  and  asks  why  IT  is  not  working  on  their  sys¬ 
tem.  Everyone  knows  that  neither  I  nor  my  staff  make  that 


decision.  It’s  the  responsibility  of  the  IT  steering  committee  and 
the  particular  officer  who  represents  that  particular  area.  Several 
years  ago,  one  of  our  most  senior  executives  indicated  that  he 
was  expecting  IT  to  complete  the  last  two  years  of  his  plan, 
which  included  critical  supply  chain  enhancements.  I  told  him 
that  he  should  work  hard  to  develop  the  cost  justifications 
before  the  upcoming  meeting  of  the  IT  steering  committee. 
Otherwise  he  might  not  get  the  right  amount  of  resources 
assigned  to  his  projects. 

Perhaps,  at  first  reading,  my  handling  of  this  senior  exec 
sounds  obvious.  Isn’t  this  the  way  all  IT  shops  operate?  I  don’t 
think  so.  I  think  that  there  is  a  strong  tendency  for  user  man¬ 
agement  and  the  CEO  to  give  this  kind  of  responsibility  to  the 
CIO  “because  IT  is  not  something  I’m  comfortable  with.”  CIOs 
also  have  a  strong  tendency  to  assume  the  responsibility,  either 
because  they  don’t  want  to  question  management  or  they  are 
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ILLUSTRATION  BY  STEVEN  DANA 


"Investment  management  contains  plenty  of  risk  factors. 


Thanks  to  Epicor,  choosing  an  enterprisewide 
software  program  wasn't  one  of  them." 

Rick  Sands,  Director  -  Product  Management 
Financial  Models  Company  Inc. 


Creating  software  that  manages  other  people’s  money  is  a  substantial  responsibility.  So  is  the 
selection  and  deployment  of  a  technology  solution  that  automates  operations  and  supports  a 
worldwide  customer  base.  FMC  demonstrated  their  proficiency  at  both,  first  with  their 
products,  then  by  choosing  Epicor.  Our  fully  integrated  enterprise  services  automation 
solution  has  already  improved  their  project  management  and  raised  their  customer 
service  levels.  And  it's  designed  to  accommodate  future  needs,  through  all  the  bulls  and 
bears.  In  the  investment  business,  that's  known  as  a  sure  thing.  To  learn  more  about 
MlCFOSOft  Epicor's  award-winning  solutions,  call  800-997-7528,  or  log  onto  our  V\ 
gold  certified  site  at  solutions. epicor.com/cio. 

Partner 


CRM 


PSA  FINANCIALS  MANUFACTURING  DISTRIBUTION  COLLABORATIVE  COMMERCE 

\ 


©Copyright  2002  Epicor  Software  Corporation.  All  rights  reserved.  Epicor  and  the  Epicor  logo  are  trademarks  of  Epicor  Software  Corporation. 
All  other  trademarks  and  registered  trademarks  are  property  of  their  respective  companies. 
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convinced  they  know  best  about  what  should  be  automated. 

This  issue  really  gets  to  the  point:  What  is  the  role  of  the  CIO? 
Is  the  CIO’s  role  to  evaluate  the  company  and  then  develop  an 
automation  plan  to  digitize  the  company,  or  is  it  to  be  a  member 
of  the  management  team  who  has  technical  and  strategic  input 
during  the  process  of  determining  how  the  company  should  be 
digirized?  I  would  argue  strongly  that  it  is  the  latter. 

The  Path  to  Longevity 

At  Ace,  we  have  a  defined  approach  that  assures  that  our  plan 
is  aligned  with  our  strategy  and  everybody  is  involved  in  the 
process.  The  steps  we  go  through  each  year  are  as  follows. 

1.  In  early  spring,  I  meet  with  a  select  group  of  IT  and  user 
managers  to  develop  a  high-level  view  of  strategic  systems  for 
the  next  five  years.  This  exercise  assures  that  the  large  systems 


asked  for  in  his  original  proposal. 

Each  month  a  status  report  on  these  projects  is  published  online 
and  describes  each  project  and  its  stage  of  completion.  The  report 
also  shows  the  current  estimated  cost,  the  cost  expended  to  date 
and  the  date  the  project  moves  to  the  next  stage. 

In  this  manner  we  get  each  department  involved  in  the 
automation  agenda.  The  CIO  does  not  pick  the  projects  and 
thus  is  not  put  into  the  position  of  selecting  one  department 
over  another.  It  seems  to  me  that  CIOs  who  are  put  in  that  posi¬ 
tion  are  asking  for  a  very  short  career.  Line  management  should 
have  the  authority  and  responsibility  to  make  these  decisions. 

Now  the  first  reaction  to  what  I’ve  said  might  be:  How  can 
you  expect  user  managers  to  know  what  they  need  in  this  fast- 
paced  world  of  IT?  That  is  indeed  an  issue.  And  it  goes  to  the 
heart  of  what  is  the  role  of  the  CIO  and  his  staff,  which  is  to  be 

a  mentor  of  sorts  when  it  comes  to  tech- 


Today,  IT  itself  plays  a  central  role  in  company 
strategy.  So  deciding  how  to  execute  that  strategy 
is  much  too  important  to  entrust  only  to  CIOs. 
That’s  a  job  for  everyone. 


that  we  want  to  develop  will  be  understood  across  the  com¬ 
pany.  This  document  is  shared  with  the  top  corporate  officers 
and  the  board. 

2.  Beginning  in  midyear,  IT  meets  with  all  the  user  depart¬ 
ments  and  specifically  defines  what  needs  to  be  done  during  the 
upcoming  year.  This  discussion  is  based  on  the  current  year’s 
accomplishments  along  with  the  new  long-range  plan. 

3.  In  late  summer,  these  requirements  are  all  prioritized  and 
presented  to  a  committee  composed  of  two  officers  (whom  we 
rotate)  and  several  users  who  are  all  aware  of  the  corporate 
strategic  plan.  The  group  finalizes  a  recommendation  based  on 
fulfilling  that  plan. 

4.  The  recommendation  is  then  presented  to  the  IT  steering 
committee,  composed  of  the  top  corporate  officers,  for  final 
approval.  At  this  meeting,  priorities  can  be  adjusted,  staff  can 
be  added,  and  projects  can  be  added  or  deleted.  Sometimes  cer¬ 
tain  projects  are  scrapped  in  favor  of  more  pressing  demands. 
This  can  be  done  only  with  the  top  decision  makers  sitting 
around  the  table,  and  it  is  rare  for  someone  to  miss  the  meeting. 
The  outcome  is  a  final  plan  for  IT  that  is  used  to  develop  the 
budget  for  the  next  year.  This  year,  the  plan  consists  of  almost 
150  projects.  The  senior  executive  I  mentioned  earlier  was  able 
to  make  a  great  case  for  the  ongoing  support  of  his  supply  chain 
initiatives,  and  he  actually  received  more  support  than  he  had 


nology.  We  in  IT  must  be  aware  of  new 
and  existing  technologies  that  could  be 
valuable  in  a  given  user  situation.  One  of 
the  CIO’s  most  important  roles  is  to  pre¬ 
dict  the  technology  future  and  sell  the 
concept  to  user  management. 

Here  is  how  I  would  summarize  the 
other  responsibilities  of  the  CIO: 

1.  Provide  technical  assistance  to  the 
long-range  planning  process. 

2.  Maintain  a  stable  computer  and  network  infrastructure. 

3.  Ensure  that  the  infrastructure  is  secure. 

4.  Ensure  that  projects  are  completed  on  time  and  budget. 

5.  Maintain  a  stable  workforce. 

Nowhere  did  I  mention  determining  what  systems  we  should 
automate.  If  the  company  decides  that  all  resources  should  be 
devoted  to  a  financial  system,  that’s  OK.  As  long  as  the  officers 
agree,  IT  should  not  care. 

I  first  got  into  IT  in  1965  at  a  data  processing  service  bureau 
working  after  school.  The  environment  was  much  simpler  then. 
IT  was  a  way  to  automate  some  existing  processes  and  make 
them  easier  to  use.  There  wasn’t  much  strategy  involved.  Today, 
things  are  vastly  different.  Oftentimes,  IT  is  the  strategy.  In  this 
environment,  strategy  and  how  we  execute  it  is  too  important 
to  entrust  it  only  to  IT.  In  fact  IT  should  not  want  to  accept 
this  burden.  That  is  a  job  for  everyone.  E3E] 

Paul  Ingevaldson  is  senior  vice  president  of  international  business  and 
technology  for  Ace  Hardware,  a  $3  billion  cooperative 
serving  the  wholesale  and  retail  needs  of  more  than 
5,000  Ace  Hardware  stores  in  the  United  States  and 
70  countries.  His  e-mail  is  inge@acehardware.com. 

Got  any  ideas  you'd  like  to  share  with  other  CIOs?  Let 
Senior  Editor  Alison  Bass  know  at  abass@cio.com. 
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Roger  thought  his  company 
wasn’t  quite  ready  for 
IT  Portfolio  Management. 

$!@#! 


Portfolio  Management  for  Smarter  Business1 


No  more  excuses.  We  can  help 
your  IT  organization  prove  value 
and  save  millions. 

Unlike  Roger,  you  fully  understand  the  need  to 
account  for  every  dollar  spent.  Good  thing  Portfolio 
Management  makes  it  easy  to  determine  which  IT 
investments  make  sense  for  your  organization.  Our 
proven  mix  of  software,  services  and  processes  can 
help  you  and  your  employees  make  smarter  business 
decisions.  And  our  Portfolio  Management  solution 
fits  easily  into  your  existing  organization.  So  what 
are  you  waiting  for?  Within  45  days,  you  could  have 
the  knowledge  you  need  to  manage  your  IT  portfolio, 
achieve  your  goals  and  improve  your  bottom  line. 


For  your  free  White  Paper  on  IT  Portfolio  Management,  visit  www.pacificedge.com/cio  or  call  425-897-8800 


Total  Leadership 


The  Leader  s 
Playbook 

Take  a  page— no,  several  pages— from  this 
guide  to  transforming  your  team 


BY  CHRISTOPHER  HOENIG 


THE  FAMOUS  PLAYBOOK  of  Vince  Lombardi — the  most  renowned 
football  coach  of  all  time  and  a  source  of  inspiration  and  wis¬ 
dom  for  many  corporate  and  political  leaders  in  America — 
was  based  on  one  core  idea:  that  a  limited  number  of  simple 
plays,  coupled  with  intensive  training  on  situational  variations, 
could  transform  a  team.  Applied  to  the  world  of  C-suite  exec¬ 
utives,  Lombardi’s  playbook  offers  a  unique  window  into  the 
underpinnings  of  leadership. 

A  leadership  playbook  is  executable,  scalable,  integrated 
and  robust.  A  playbook  allows  you  and  your  team  to  focus, 
interpret  events  and  act  even  in  very  complex  environments. 
Based  on  everything  I  have  learned  and  experienced  in  leader¬ 
ship,  here  is  my  version.  I  hope  you’ll  use  this  as  a  starting 
point  to  develop  a  playbook  of  your  own. 

Section  I:  Strategy 

The  first  section  defines  where  you  want  to  go — what  changes 
should  occur  and  what  you  want  to  stay  the  same. 

Page  1:  Problem  and  Goal  Definition  Describe  on  one  page 
the  past,  the  present  and  the  future  states  to  be  achieved,  why 
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x  mm 


xx 
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these  changes  are  important,  and  the  key  performance  indica¬ 
tors  that  will  tell  you  if  they’ve  been  accomplished. 

Page  2:  Control  and  Timing  There  are  always  several  dif¬ 
ferent  workable  strategies  to  achieve  a  goal,  and  they  are  often 
heavily  dependent  on  timing.  If  you’re  in  a  hurry  and  have 
competitors  outflanking  you,  your  strategic  options  differ 
tremendously  from  a  situation  where  you  are  in  control  and 
have  plenty  of  time.  The  secret  to  great  timing  is  a  combination 
of  perspective  and  situational  awareness. 

Page  3:  Credibility  and  Realism  In  leadership,  the  messen¬ 
ger  is  as  important  as  the  message.  The  realism  of  your  point 
of  view,  the  manner  in  which  you  present  it,  the  language  you 
use  and  your  reputation  as  a  leader  all  come  together  to  sup¬ 
port — or  degrade — your  credibility.  I  try  to  emulate  the  motto 
of  Lord  Browne,  group  chief  executive  of  BP:  humanity,  humil¬ 
ity  and  humor. 
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IT  Spending  Trends 


New  Survey  Shows  that  CIOs 
Are  Counting  Their  Pennies — 
But  Not  Measuring  the  Results 
of  Their  IT  Investments 


About  This  Report 

Getronics,  IDG  Research  and  CIO 
Magazine’s  custom  publishing 
group  conducted  an  extensive, 
multinational  survey  of  IT 
executives  in  the  summer  of 2002. 
Topics  included  IT  spending  past 
and  future,  IT  and  business 
priorities,  and  outsourcing.  In 
general,  the  more  than  450 
executives  in  the  US  and  six 
European  countries — United 
Kingdom,  the  Netherlands,  Italy, 
Spain,  France  and  Germany — 
have  more  in  common  than  not. 
This  is  the  first  of  two  special 
reports  analyzing  highlights  of  the 
survey.  The  second  report,  to  be 
published  in  the  Dec.  1  issue  of 
CIO  Magazine,  focuses  on  2003 
outsourcing  trends. 
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IT  SPENDING  IS  SHOWING 
initial  signs  of  being  on  the  rise  in 
some  parts  of  the  globe — at  least 
in  the  optimistic  minds  of  IT  exec¬ 
utives  who  are  starting  to  dust  off 
their  wish  lists.  And  so,  too,  is 
there  evidence  of  a  new  frugality 
among  IT  leaders,  who  seemingly 
have  emerged  from  the  post-bub¬ 
ble  recession  with  a  new  apprecia¬ 
tion  for  the  business  value  of  cost 
reduction  and  profitability. 

Yet  here’s  the  quandary:  At  a 
time  when  CIOs  say  all  the  right 
things  about  fiscal  responsibility, 
they  also  say  in  strong  numbers 
that  remarkably  few  of  them 


actually  measure  ROI  from  their 
IT  projects. 

These  points  are  among  the 
key  findings  of  a  midyear  survey 
of  IT  executives  in  the  US  and 
Europe,  asking  them  about  their 
business,  IT  and  spending  priori¬ 
ties  for  2003  (see  “About  This 
Report,”  left). 

Asked  about  their  2003  spending 
plans,  41%  of  executives  surveyed 
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report  that  they  plan  to  increase 
spending  an  average  of  20%.  Most 
of  the  increases  will  be  in  hardware, 
software,  telecom,  networking  and 
systems  integration.  As  in  2002, 

2003  IT  spending  priorities  are 
focused  on  security  and  enterprise 
applications.  IT  standardization  is 
among  the  leading  priorities,  per¬ 
haps  reflecting  the  need  to  better 
use  existing  resources  and  reduce 
support  costs. 

And  yet  although  the  difficult 
economy  does  force  IT  leaders  to 
exercise  an  increased  emphasis  on 
cost  reduction  and  profitability, 
less  than  20%  of  the  respondents 
measure  IT  effectiveness  with  ROI 
or  another  financial  measure¬ 
ment.  This  is  in  stark  contrast  to  a 
2001  CFO  survey  sponsored  by 
Getronics  and  conducted  by  CFO 
Research  Services.  It  found  that 
86%  of  the  financial  executives  in 
the  US  and  Europe  use  at  least  one 
metric  to  determine  IT  funding. 
Finance  executives  relied  on  ROI 
or  payback  period  to  judge  tech¬ 
nology  investments,  while  IT  exec¬ 
utives  in  the  new  survey  say  their 
key  barometer  is  whether  projects 
are  completed  on  time  and  within 
budget.  (For  more  information  on 
the  2001  CFO  survey,  go  to 
http:  /  /  www.getronics.com/ 
download/ pdf/ CFO_FINAL_ 
getronicsl2_12.pdf.) 

Among  the  key  IT  spending 
results  from  the  2003  survey: 

Business/ IT  alignment  is 
more  critical  than  ever 

Before  the  US  recession,  infor¬ 
mation  technology  was  spoken  of 
as  a  strategic  priority  in  many 
companies.  Today,  business  strat¬ 
egy  clearly  drives  IT — not  the 
other  way  around.  Business  strat¬ 
egy  has  a  significant  or  critical 
impact  on  IT  strategy  in  82%  of 
the  companies  surveyed. 
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Meanwhile,  economic  uncer¬ 
tainty  has  made  lowering  costs  a 
higher  business  priority  than 
increasing  profit. 

The  bigger  the  company,  the 
greater  the  need  to  keep  business 
and  IT  strategy  aligned.  Three- 
quarters  of  IT  executives  surveyed 
say  their  IT  and  business  goals  are 
closely  or  very  closely  aligned.  As 
company  revenue  increases,  the 
perceived  alignment  increases 
as  well. 

This  is  true  in  both  the  US  and 
Europe.  While  Europeans  are  just 
as  likely  as  Americans  to  see  the 
role  of  business  strategy  as  critical 
or  significant,  they  are  less  likely  to 
describe  the  impact  of  business 
strategy  on  IT  strategy  as  “critical” 
(37%  vs.  53%  in  the  US). 

Generally,  the  IT  organization 
has  a  lower  status  in  Europe  than 
in  the  US.  When  asked  why  busi¬ 
ness  and  IT  are  not  more  aligned, 
the  most  popular  reasons  are 
“Business  goals  are  considered 
more  important,”  “IT  is  just  anoth¬ 
er  department,”  “Political  rea¬ 
sons,”  or  “Budgetary  reasons.” 

In  the  US,  coordination  and 
communications  are  the  most 


important  reasons  cited  for  a  lack 
of  alignment  between  business 
and  IT  strategy. 

Given  the  uncertain  economy 
and  high-tech  industry  in  recent 
years,  IT  is  now  more  a  solution 
for  achieving  business  objectives, 
rather  than  a  strategic  imperative. 

But  firms  that  are  growth- 
oriented  spend  more  money  on  IT. 
Those  with  the  greatest  IT  spend¬ 
ing  are  less  interested  in  decreasing 
costs  and  more  concerned  with 
increasing  revenue  and  profit. 

Business  management  is 
involved  at  ail  levels  of  IT 
decision-making 

Corporate  IT  executives  are  the 
most  likely  to  be  involved  at  all  lev¬ 
els  in  decisions  to  outsource,  except 
for  final  authorization,  where  cor¬ 
porate  business  executives  are  the 
most  likely  to  be  involved. 

Division  IT  executives  were 
most  influential  in  technical 
evaluation  and  specification. 
Division  business  managers 
played  the  least  significant  role 
in  the  process  (see  Table  1). 

European  companies  are  more 
likely  than  their  US  counterparts 


TABLE  1  WHO  MAKES  IT  DECISIONS? 


How  are  each  of  the  following  individuals  or  functional  areas  involved  in  IT 
outsourcing  decisions  for  your  company? 


Corporate  IT  Corporate  Division  IT  Division 

EXECUTIVE  EXECUTIVE  EXECUTIVE  EXECUTIVE 


Determining  needs 

56% 

30% 

30% 

17% 

Technical  evaluations 
or  specifications 

63% 

12% 

31% 

12% 

Specifying  or  selecting 
vendors 

58% 

15% 

31% 

11% 

Final  authorization 

41% 

50% 

14% 

19% 

Setting  goals 

50% 

44% 

18% 

17% 

Other 

0% 

0% 

1% 

1% 

Not  involved 

8% 

13% 

20% 

29% 

Don't  know 

13% 

25% 

34% 

35% 

L 
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to  involve  their  corporate  business 
executives  in  all  phases  of  IT  out¬ 
sourcing,  from  determining  needs 
to  final  authorization. 

It’s  clear  that  IT  decisions  must 
be  made  in  the  context  of  what  is 
good  for  the  overall  enterprise. 

Business  management  is 
measuring  IT  performance 

Generally,  corporate  rather 
than  business  unit  management 
is  responsible  for  measuring  the 
success  of  IT  investments  (see 
Table  2).  In  the  US,  “corporate 
management”  typically  means  IT 
management,  and  in  Europe  it  is 
equally  likely  to  be  corporate  busi¬ 
ness  management. 

IT  isn’t  demonstrating 
return  on  investment 

In  the  absence  of  true  ROI  met¬ 
rics,  IT  departments  continue  to 
use  operational  and  cost-based 
evaluations  of  the  success  or  fail¬ 
ure  of  IT  investments  (see  Chart  1). 

Only  18%  of  the  IT  executives 
we  talked  to  measure  perform¬ 
ance  using  ROI  or  other  financial 
benchmarks.  For  most,  such  out¬ 
come-oriented  formulas  as  time 
and  budget,  decreased  cost,  high¬ 
er  productivity  and  increased 
revenue  are  the  measurements 
of  choice. 

The  larger  the  company  or  its 
IT  budget,  the  more  likely  the 
organization  is  to  employ  ROI  or 
some  other  formal  tool. 

Europeans  are  much  less  likely 
to  use  ROI  (15%  vs.  35%  in  the 
US),  with  the  most  likely  in  the 
Netherlands  (31%)  and  least  likely 
in  Italy  (low  single  digits).  Finally, 
IT  executives  are  at  odds  with 
finance  leaders  regarding  return 
on  investment.  In  Getronics’  sur¬ 
vey  of  finance  executives  in  a 
half-dozen  countries  last  year, 
return  on  investment  and  pay¬ 


back  were  the  strong  favorites  for 
evaluating  IT  decisions. 

Spending  plans  and  priorities 
are  closely  tied  to  the  economy 

Cost  control  will  reign  as  long 
as  the  economy  remains  troubled. 

As  of  midyear,  despite  the  con¬ 
tinued  high-tech  slump  in  the  US, 
many  IT  executives  felt  encour¬ 
aged  enough  (perhaps  overly  so) 
to  predict  either  a  modest  budget 
increase  or  level  funding  in  2003. 

Companies  are  now  more 
interested  in  decreasing  costs  than 
anything  else,  including  increas¬ 
ing  profits.  Our  respondents’  top 
three  business  priorities  are  to 
decrease  costs,  increase  profit 
and  increase  customer  loyalty. 

In  Europe,  fewer  companies  are 
interested  in  increasing  revenue 
(39%  vs.  59%  in  the  US),  and  more 
are  concerned  with  supplier  effi¬ 
ciency  (25%  vs.  8%). 

Overall,  the  lowest  priorities  are 
e-commerce,  corporate  expansion 
and  providing  better  quality  of 
service.  Although  e-commerce  is 
not  seen  as  a  key  business  strategy, 
its  high  share  of  the  IT  budget 
implies  it  is  an  integral  part  of  the 
business /IT  alignment. 

Conclusion  and 
Recommendations 

■  Business  strategy  will  drive 
IT,  not  the  reverse,  as  was  the  case 
at  some  companies  a  few  years 
ago.  Technology  spending  must 
now  be  justified  on  its  ability  to 
satisfy  corporate  business 
requirements. 

■  IT  executives  must  learn  to 
use  ROI.  Too  many  IT  executives 
do  not  appreciate  the  importance 
of  return  on  investment.  Despite 
the  fact  that  corporate  managers 
and  finance  executives  are 
increasing  their  scrutiny  of  IT 
budgets,  IT  executives  appear  to 


TABLE  2 


WHO  MEASURES  IT 
PERFORMANCE? 

Who  is  responsible  for  measuring 
the  success  of  your  company’s  IT 
investments? 


IT  corporate 

management  42% 

Business  corporate 
management  38% 

Business  unit 

management  23% 

IT  business  unit 

management  19% 

Not  specified  4% 


CHART  1 


Evaluating  IT  Investments 


How  is  the  success  of  your  comp' 
any’s  IT  investments  measured? 
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Peter  Hanselman  On 


Getronics’  CIO 
Shares  Insight  on 
Survey  Hot  Topics 

In  the  wake  of  the  multinational 

IT  trends  survey  conducted  by 
Getronics,  IDG  research  and  CIO 
Magazine’s  custom  publishing 
group,  Getronics  CIO  Peter 
Hanselman  was  asked  to  offer  his 
business/IT  perspective  on  some  of 
the  key  results.  Among  Hanselman's 
insights  are  those  on: 

■  ROI 

In  the  past  two  years,  use  of  ROI 
has  been  increasing.  But  there  are 
a  couple  of  issues  with  ROI.  First, 
you  must  do  [ROI  analysis]  at  the 
beginning  if  you're  going  to  follow  it 
during  and  after.  Second,  the  CIO 
is  able  to  track  the  investment,  but 
the  revenues  and  cost  savings  flow 
to  the  business  unit.  Most  manage¬ 
ment  information  systems  are 
geared  toward  measuring  ROI  at 
the  business  unit  level.  The  busi¬ 
ness  unit  manager  must  share  this 
information  with  the  CIO  if  you’re 
going  to  measure  ROI. 

ROI  makes  more  sense  in  evalua¬ 
tion  of  strategic  initiatives.  Start  with 
small  steps,  and  perform  a  pilot  test 
of  an  idea.  Don’t  reinvent  your  busi¬ 
ness  from  the  outset.  Many  attractive 
ideas  are  impractical  because  the 
customers  are  not  responsive  or  the 
technology  is  not  ready. 

■  IT/Business  Alignment 

Business  strategy  should  lead  IT 
strategy.  IT  is  a  component  of 
business,  like  sales.  If  IT  isn’t  in  the 
service  of  business  strategy, 
you're  just  playing  with  technology. 
The  role  of  the  CIO  is  to  translate 
business  strategy  into  information 
technology. 

When  IT  people  try  to  drive 
business  strategy,  they  fail.  IT 
people  are  by  nature  enthusiastic 
about  technology. 

But  it’s  also  a  mistake  to  look  at 
IT  as  a  cost  factor  with  no  influence 
on  business  strategy.  Business  and 
IT  strategy  must  influence  one 
another,  and  it  is  the  role  of  the  CIO 
to  explain  the  business  possibilities 
of  new  technology. 


■  Risk-taking  and  the  CIO’s  Role 

We’re  not  living  in  a  market  with 
double-digit  growth  any  more.  All 
companies  are  cutting  costs,  and  it's 
logical  for  them  to  look  at  IT  costs. 
Everybody  should  be  aware  of  the 
economic  loss  to  pursuing  profit.  IT 
is  a  fairly  small  share  of  most  compa¬ 
nies'  costs,  but  business  processes 
represent  the  vast  majority  of  their 
cost  structures.  IT  can  provide  a  lot 
of  efficiencies  for  those  processes, 
and  IT  spending  can  lower  unit 
costs.  But  if  you  cut  IT,  you  may  also 
be  cutting  profitability.  Recklessly 
cutting  IT  can  lower  efficiency  and 
profitability,  leading  to  a  deadly  spiral 
of  cost-cutting. 

It's  risky  for  a  CIO  to  be  seen  as 
a  cost  center.  The  CIO  must  be  able 
to  demonstrate  an  ROI.  It’s  a  good 
idea  to  execute  projects  in  small 
steps  with  clear  objectives  and  a 
quick  payback.  Strategic  projects 
with  long  payback  are  much  less 
likely  to  succeed.  You  should  insist 
on  small,  measurable  steps,  even  if 
technologists  say  it  can’t  be  done. 

Getronics  CIO  Peter  Hanselman  has 
served  in  IT  management  positions 
for  20  years,  including  a  decade  as 
an  IT  director  at  ING  Bank  responsi¬ 
ble  for  internal  computing  operations 
and  facilities  worldwide.  At  ABN 
AMRO  Lease  Holding,  Peter  led  the 
implementation  of  worldwide  busi¬ 
ness  applications  and  processes. 

Last  year,  he  joined  Getronics,  a  $4 
billion  IT  services  and  solutions  com¬ 
pany  with  operations  in  more  than  30 
countries.  He  has  worldwide  respon¬ 
sibility  for  business  processes,  IT 
and  telecommunications. 

You  may  reach  Peter  at 
peter,  hanselman  @getronics.  com 


have  little  appetite  for  measuring 
the  financial  performance  of  IT 
projects. 

Not  every  IT  project  requires 
ROI  analysis.  Computing  has 
become  as  much  of  a  business 
necessity  as  electricity  and  tele¬ 
phone  service.  But  projects  such 
as  CRM,  ERR  or  Web-based  appli¬ 
cations  (top  priorities  in  the  sur¬ 
vey)  depend  on  the  bottom-line 
impact  for  their  justification.  IT 
needs  ROI  to  assure  funding  for 
future  projects. 

Without  ROI,  IT  risks  being 
seen  solely  as  a  cost  center — and 
may  face  increasing  difficulty  in 
obtaining  executive  support. 
While  it  might  have  been  accept¬ 
able  to  be  a  cost  center  in  the 
1980s  and  the  ’90s,  this  is  a  dan¬ 
gerous  position  as  the  economy 
remains  uncertain  and  IT  matures 
as  an  industry.  ■ 


About  Getronics 

With  more  than  26,000  employees  in 
over  30  countries,  Getronics  is  one  of 
the  world's  leading  providers  of 
vendor  independent  solutions  and 
services  to  professional  users  of 
information  technology.  Through 
consulting,  integrating,  implement¬ 
ing  and  managing  infrastructure 
solutions  and  business  solutions, 
Getronics  helps  many  of  the  world's 
largest  global  and  local  organiza¬ 
tions  maximize  the  value  of  their 
technology  investment  and  improve 
interaction  with  their  customers. 
Getronics'  headquarters  is  in 
Amsterdam,  with  regional  head 
offices  in  Boston  and  Singapore. 
Getronics’ shares  are  traded  on 
Euronext  Amsterdam  CGTN').  For 
further  information  about 
Getronics,  visit  www.getronics.com. 
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YOU  NEED  TO  GET  SMART  FAST. 


Do  you  know  how  to  break  through  vendor  hype?  How  far 
can  you  trust  vendor  analysts?  Can  you  successfully  nego¬ 
tiate  with  vendors?  Should  you  take  customer  references 
with  a  grain  of  salt?  Do  you  know  how  to  influence  vendor 
development?  Turn  to  the  CIO  FOCUS™  on  SOFTWARE 
VENDOR  RELATIONSHIPS:  SELECTING,  VETTING  AND 
MANAGING  PARTNERS— actionable  information  created, 
filtered  and  packaged  by  the  award-winning  editors  of  CIO 
magazine. 

CIO  FOCUS™  is  delivered  right  to  your  desktop,  giving  you 
immediate  access  to  the  information  you  need.  And  for  your 
future  reference  needs,  the  electronic  file  is  followed  by  a 
packaged  version,  shipped  within  72  hours.  Available  now  at 
an  introductory  price. 

CTO  FOCUS" 

STRATEGIC  GUIDES  FOR  EXECUTIVE  DECISION  MAKING 
jEXECUTIVE  DECISION  SUPPORT  TOOLS,  VISIT  THE  CIO  STORE-THE  CIO’S  KNOWLEDGE  MARKETPLACE 
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CIO  FOCUS™ 

IT  Value:  Measurement  Tools 
and  Techniques  That  Work 

Fundamentals  of  the  CIO  Role 

Applied  Wireless:  Making 
Wireless  Work  in  Business 

Securing  Information  Assets: 
Planning,  Prevention  and 
Response 

Strategic  Planning:  How  to 
Develop  and  Align  IT  Strategy 

Fundamentals  of  Enterprise  IT 


Total  Leadership 


Page  4:  Motivation  and  Belief  People  may  not  believe  your 
message  or  believe  only  parts  of  it.  Or  they  may  believe  your 
message,  but  not  believe  they  can  do  it;  or  not  believe  it’s  the 
most  important  task;  or  not  believe  it  must  be  done  now.  Gen¬ 
erating  true  motivation  and  belief  is  one  of  the  most  challeng¬ 
ing  aspects  of  transformational  leadership.  But  you  need  only 
a  small  group  to  start  with — the  core  leadership  team  of  your 
change  effort. 

Section  II:  Operations 

The  key  to  getting  from  state  A  to  state  B  is  clarifying  the  rela¬ 
tionship  between  ends  and  means.  Changing  your  outcome 
means  changing  your  level  of  organizational  capability. 

Page  1:  Requirements  and  Design  Technology  leaders  are 
familiar  with  the  power  of  requirements  definition  and  design. 


But  few  leaders  define  and  design  the  enterprise  solution  for  the 
problem  they  face.  To  achieve  organizational  transformation, 
you  must  sketch  a  complete  design,  including  the  values,  peo¬ 
ple,  processes,  tools,  infrastructure,  information  and  decision¬ 
making  roles  to  get  the  job  done.  I’ve  always  found  the  U.S. 
Constitution  a  potent  model  to  emulate. 

Page  2:  Incentives  Employees,  customers,  suppliers  and 
stakeholders  don’t  change  their  behavior  unless  there  is  an 
incentive  to  change.  Incentives  work  when  people  have 
stakes — emotional  or  monetary,  tangible  or  intangible — that 
are  either  threatened  or  enhanced. 

Page  3:  Speed  and  Scale  Some  problems  need  to  be  solved 
on  a  large  scale.  In  starting  up  FedEx,  Fred  Smith  recognized 
that  economies  of  scale  had  to  be  reached  rapidly  to  achieve 
profits.  In  other  situations,  a  solution  will  collapse  if  it  is 
pushed  too  fast.  If  you  are  trying  to  lead  a  large-scale  change, 
you  must  understand  how  many  steps  are  involved  and  how 
fast  you  will  need  to  scale  up.  Scaling  has  a  tremendous  impact 
on  both  resource  usage  and  risk. 

Page  4:  Disciplined  Execution  Discipline  is  the  habitual 
reassessment  of  how  well  ideas  match  reality,  whether  your  goals 
are  being  achieved  and  whether  operations  are  being  carried 
out.  The  tools  of  discipline — performance  support,  quality  con¬ 
trol,  training  and  especially  communication — must  be  deployed 
in  proportion  to  the  problem  you  face. 

Section  III:  Capital 

Strategy  defines  where  you  would  like  to  go,  and  operations 


are  designed  to  get  you  there.  But  it  is  your  capital  that  deter¬ 
mines  what  is  truly  possible.  Akio  Morita,  the  founder  of  Sony, 
put  it  well:  “If  you  can  gather  good  people  and  money,  you  can 
do  anything.” 

Page  1:  Scarce  Resources  and  Available  Assets  Econom¬ 
ics  is  based  on  the  notion  of  scarcity  and  so  is  good  leader¬ 
ship.  Whether  it’s  people,  knowledge,  cash,  energy  or 
technology,  good  leaders  know  what  their  scarcest  assets  are. 
They  have  a  plan  for  how  to  alleviate  scarcity,  if  possible,  to 
manage  resources  carefully  and  get  a  high  return  on  them. 

Page  2:  Accumulation  Whether  you  create  or  acquire,  an 
accumulation  strategy  determines  the  total  availability  of  your 
resources,  your  degree  of  leverage  and  your  level  of  control. 
Assessing  the  trade-offs  of  leverage,  efficiency  and  control  is 
one  of  the  ultimate  judgments  for  a  leader. 

Page  3:  Allocation  Because  there  are 
limits  on  capital,  every  leader  must  set 
priorities.  Make  certain  you  have  a  sys¬ 
tem  for  budgeting  and  investment  man¬ 
agement  so  that  you  can  make  the  right 
allocations  up  front,  adapt  to  changing 
conditions  and  situations  responsively, 
and  look  for  the  highest  return  on  scarce  resources. 

Page  4:  Harvesting  and  Development  Some  resources  are 
static  and  nonrenewable.  They  are  simply  consumed.  Other 
resources  are  alive  and  walk  out  of  the  office  door  every  night. 
Managing  resources  requires  both  harvesting  and  development 
strategies.  You  must  achieve  growth  and  sustainability  at  the 
same  time,  while  capturing  the  maximum  amount  of  value. 

The  best  leaders  understand  how  the  three  sections  of  the 
playbook  interrelate.  Do  you  have  the  resources  and  capabili¬ 
ties  to  solve  the  problems  you’ve  defined?  Have  you  chosen  the 
right  problems?  Given  your  operational  capabilities,  is  the  scale 
of  your  solution  feasible? 

Recently  I  was  fascinated  to  see  a  TV  interviewer  ask  Jack 
Welch,  the  former  chairman  and  CEO  of  General  Electric, 
“If  you  only  had  three  measures  to  use  for  defining  your  suc¬ 
cess  as  a  leader,  what  would  they  be?”  Welch  quickly 
answered  customer  satisfaction  (corresponding  to  Section  I  of 
the  playbook),  employee  satisfaction  (Section  II)  and  cash 
flow  (Section  III).  Like  any  great  leader,  he  had  his  playbook 
at  his  fingertips.  HH 


What’s  in  your  playbook?  Tell  us  at  leadership@cio.com.  Christopher 
Hoenig  has  been  an  entrepreneur  (CEO  of  Exolve), 
consultant  (McKinsey  &  Co.)  and  inventor,  and  he  is 
the  author  of  The  Problem  Solving  Journey:  Your 
Guide  for  Making  Decisions  and  Getting  Results.  He  is 
the  director  of  strategic  issues  for  the  General 
Accounting  Office. 


The  best  leaders  understand  how  strategy,  operations 
and  capital  interrelate.  Do  you  have  the  resources  and 
capabilities  to  solve  your  problems? 
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EVER  NEED  CONSULTANTS 
TO  FIGURE  OUT  HOW  MUCH 
YOUR  CONSULTANTS  COST? 


Only  PeopleSoft  Enterprise  Service  Automation  delivers  proactive  control  over  outside  services  spending. 

PeopleSoft  ESA  is  the  only  complete  solution  for  managing  the  expense  of  outside  contractors,  consultants,  and 
temps.  It  enables  you  to  know  exactly  who's  doing  what  and  how  much  it  is  costing.  And  PeopleSoft  ESA  matches  the 
right  skills  to  the  right  projects  in  real-time.  So  you  minimize  outside  services  spending,  while  maximizing  its  value. 

Learn  more  by  visiting  us  at  www.peoplesoft.com/esa  or  call  1-888-773-8277 
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(©server 


Linux®  ready  with  self-managing  features  for  every  e-business. 

Intel  -based  /  xSeries™ 

It’s  an  affordable  and  powerful 
combination  of  mainframe- 
inspired  reliability  and  smart 
systems  management  tools. 

UNIX  /  pSeries™ 

Highly  available,  highly  affordable 
and  highly  coveted. The  pSeries  is 
the  platform  of  choice  for  powerful 
UNIX  and  Linux  solutions. 

■ 

■ 

Midrange  /  iSeries™ 

Brings  easy-to-deploy,  plug  and 
play  e-business  to  your  business. 
Sophisticated  technology  that’s 
easy  to  manage  and  Linux  ready. 

Mainframe  /  zSeries™ 

Maximum  reliability,  maximum  power, 
maximum  flexibility.  Designed  for  up 
to  99.999%  uptime1  to  handle  the 
demands  of  today’s  e-businesses. 

Consolidate.  Cut  costs.  Be  available.  At  Nintendo,  games  are  a  highly  competitive  business.  So  they  look  for  any 
edge  they  can  get.  By  consolidating  their  core  business  applications  onto  one  IBM  (©server  iSeries,  Nintendo  now 
enjoys  near  100%  availability,2  and  expects  to  save  substantially  on  hardware  maintenance  and  software  costs.  For 

is  Hit 

'Requires  Parallel  Sysplex"  environment.  Excludes  scheduled  downtime.  All  numbers  and  results  reported  are  from  customer  sources.  This  customer  example  is  intended  as  an  illustration  only.  Costs  and  results  obtained 
in  other  customer  environments  will  vary  depending,  among  other  things,  on  individual  customer  configurations  and  conditions.  IBM.  the  e-business  logo,  e-business  is  the  game.  Play  to  win.  iSeries,  pSeries.  xSeries, 
zSeries  and  Parallel  Sysplex  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  andfor  other  countries.  Linux  is  a  registered  trademark  of  Linus  Torvalds.  Intel  is 
a  registered  trademark  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  UNIX  is  a  registered  trademark  of  The  Open  Group.  Other  company,  product  and  service  names  may  be  trademarks 
or  service  marks  of  others.  ©  2002  IBM  Corporation.  All  rights  reserved. 


a  guide  on  server  consolidation,  head  to  ibm.com/eserver/nintendo 


(&/)(/sirtess 


Cover  Story  |  Enterprise  Systems 


Enterprise 
Software  Upgrades 

Less  Pain 


Every  CIO  has 
complained  about 
how  tough  it  is 
to  install  new 
versions  of  ERP 
and  other 
enterprise  apps. 
Here’s  how  to 
stop  the  hurting 
and  start  making 
the  process 
work  for  you. 


Reader  ROI 

►  How  to  plan  better  for 
enterprise  software 
upgrades 

►  How  to  win  concessions 
from  business  users  to 
avoid  custom  code 

►  What  some  CIOs  do  to 
avoid  the  bugs  in  new 
releases 


More  Gain 


BY  CHRISTOPHER  KOCH 


Prologue:  The  Scream 


Upgrading  software  from  one  version  to  the  next  appears  like  a  small  step — after  all,  you’re  not 
ripping  the  stuff  out  and  replacing  it,  you’re  just  improving  it  a  little  bit — but  Nextel  Senior  Vice 
President  and  CIO  Dick  LeFave  finds  himself  about  to  step  off  a  precipice  with  his  Oracle  ERP 
software  upgrade. 

The  numeric  change — from  version  10.7  to  Hi — sounds  minor,  but  in  this  case  the  numbers 
and  letters  lie.  “This  isn’t  just  doing  an  upgrade;  it’s  a  whole  new  system,”  says  LeFave.  “It’s  a 
different  design;  it’s  a  whole  different  set  of  solutions;  it’s  a  whole  different  way  of  doing  busi¬ 
ness.  You  may  as  well  start  out  from  scratch.” 

This  is  not  what  LeFave  expected.  And  he’s  not  alone.  Denise  Quinlan,  an  assistant  vice  pres¬ 
ident  and  PeopleSoft  product  manager  at  Boston-based  MFS  Investment  Management,  is  still 
recovering  from  the  sticker  shock  she  got  when  her  ERP  vendor  quoted  her  the  price  for  dis¬ 
patching  its  consultants  to  do  an  upgrade.  When  Quinlan  heard  the  estimated  cost  to  go  from 
version  7.5  to  version  8 — $490,000  for  the  HR  software  and  $872,000  for  the  financial  soft¬ 
ware — she  blurted,  “For  an  upgrade ?” 

For  PeopleSoft’s  part,  a  spokeswoman  says  the  price  quote  was  preliminary  and  that  there  were 
no  discussions  about  using  MFS  staff  to  reduce  costs  (see  “Vendors:  ‘It’s  Not  That  Bad,”’  Page  49). 

CIOs  who  have  to  wield  the  wrench  in  these  efforts  are  shocked  when  they  look  under  the 
hood  of  major  software  upgrades,  not  just  from  Oracle  and  PeopleSoft  but  from  J.D.  Edwards,  SAP 
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Cover  Story  |  Enterprise  Systems 

and  Siebel — all  the  enterprise  software  ven¬ 
dors — and  see  that  they’re  facing  overhauls, 
not  tune-ups.  The  CFOs  and  CEOs  who  foot 
the  bills  for  these  upgrades  are  equally  non¬ 
plussed.  They  ask  questions  like,  Didn’t  we 
just  pay  millions  for  this  stuff? 

Yes.  Between  $40  million  and  $250  mil¬ 
lion  for  an  enterprise  software  system  for  a 
Fortune  500  company,  according  to  AMR 
Research. 

And  the  CFOs  and  CEOs  want  to  know 
why  they’re  paying  again. 

Why  It  Hurts  So  Bad 

This  story  focuses  on  ERP  users,  but  the 
same  problems  and  advice  applies  to  CRM, 
supply  chain  management  systems  and  other 
major  enterprise  software  products.  They 
have  become  so  complex,  so  expensive  and 
so  integral  to  business  processes  that  the 
term  upgrade  is  a  misnomer.  Enterprise  soft¬ 
ware  upgrades  can  cost  up  to  30  percent  of 
the  original  software  installation  price, 
according  to  Gartner,  take  more  than  a  year 
to  complete  and  require  companies  to 
revamp  their  technology  infrastructures  and 
business  practices.  CIOs  have  to  present  a 
strong  business  case  for  why,  in  these  diffi¬ 
cult  economic  times,  their  company  should 
go  through  the  trouble  and  expense.  A 
tough  sell  to  most  corporate  boards. 

Three  factors  further  complicate  the 
upgrade  process. 

1.  Upgrades  are  unforgiving  when  it 
comes  to  customization. 

Enterprise  software  is  the  one-size-fits-all 
suit  that  you  tailor  to  be  a  38-short  on  one 
side  for  your  manufacturing  group  and  a 
54-portly  on  the  other  side  for  your  sales¬ 
people — along  with  some  extra  pockets 
from  other  vendors  stitched  onto  the  suit. 
Don’t  expect  the  vendors  to  touch  that  suit 
with  a  10-foot  needle  when  it  comes  time  to 
upgrade.  It’s  up  to  you  to  redo  the 
customizations  and  connections  with  third- 
party  software  on  the  new  version.  Cus¬ 
tomizations  that  need  to  be  carried  over 
from  one  version  of  enterprise  software  to 
the  next  are  the  biggest  technology 


joins  the  mix  and  the  software  is  accessed 
through  the  public  Internet  and  a  Web 
browser.  It’s  new  turf  for  both  IT  staffers 
and  end  users.  Staffers  suddenly  must  see 
the  Internet  as  the  platform  for  the  com¬ 
pany’s  most  important  applications.  End 
users  must  learn  different  ways  to  access 
programs  and  absorb  all  the  business 
process  changes  that  come  when  they  can 
collaborate  with  people  outside  the  com¬ 
pany.  These  added  capabilities  are  a  good 
thing,  of  course.  But  the  planning  and 
change  management  that  is  required  make 
them  a  migraine  minefield.  (For  what  one 
vendor  is  doing  to  respond  to  this  problem, 
see  “SAP’s  Big  Freeze,”  Page  56.) 


Cheryl  Smith,  KeySpan’s  former  CIO, 
says  business  users  must  be  sold  on 
the  value  of  software  changes  before 
the  CIO  embarks  on  an  upgrade. 


headache  and  ROI  killer  that  CIOs  face  in 
upgrades. 


2.  The  move  to  Internet  architecture 
changes  everything  for  the  IT  staff  and 
end  users. 

All  the  big  vendors  have  moved  their  soft¬ 
ware  from  a  client/server  architecture,  in 
which  PC-based  software  accesses  a  central 
server  through  a  company’s  network,  to  an 
Internet  architecture,  in  which  a  Web  server 
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3.  The  vendor’s  “desupport  date”  frus¬ 
trates  a  CIO’s  best-laid  plans. 

The  desupport  date  is  the  ticking  time  bomb 
of  enterprise  software  upgrades.  A  vendor 
says,  We  won’t  support  version  XYZ  of  our 
software  after  this  date.  Technology  changes 
and  customers — especially  new  ones — 
demand  fresh  functionality.  Vendors  can’t 
afford  to  support  six  different  versions  of  their 
software  simultaneously. 

But  CIOs  object  to  what  they  call  surprise 
desupport  announcements  that  most  major 
vendors  have  made  in  the  past  few  years. 
They  say  they  aren’t  getting  enough  time  to  do 
one  upgrade  before  a  vendor  announces  a 
desupport  date  for  an  older  version. 

Nextel’s  LeFave  has  been  through  this. 
“When  the  vendor  comes  to  you  and  says  the 
product  is  at  the  end  of  its  life  cycle,  that’s 
code  for  saying,  I’m  going  to  be  putting  my 
maintenance  and  development  resources  on 
a  new  product,  and  you’re  not  going  to  get 
anything  unless  you  pay  for  it  yourself,”  he 
says.  Even  if  the  vendor  continues  to  support 
old  software  versions,  it  will  shift  the  bulk  of 
its  people  and  resources  to  new  versions  so 
that  finding  someone  knowledgeable  about 
your  old  version  becomes  like  trying  to  find  a 
department  store  salesperson  on  red-tag 
clearance  day. 

“I’d  like  to  have  a  road  map  of  when 
upgrades  are  planned  and  when  to  expect 
them  so  that  we  can  do  our  planning  better,” 
says  LeFave. 

The  average  time  between  upgrades  has 
shrunk  from  three  years  in  the  early  1990s  to 
18  to  24  months,  according  to  AMR 
Research,  and  CIOs  have  lost  the  ability  to 
keep  up.  “Vendors  are  pushing  new  code  out 
as  fast  as  they  can — so  rapidly  that  you  may 
have  updates  coming  at  you  almost  monthly,” 
says  Pat  Phelan,  an  ERP  analyst  for  Stamford, 
Conn. -based  Gartner.  “The  vendors  don’t 
seem  sensitive  enough  to  the  fact  that  the  aver¬ 
age  buyer  can’t  absorb  that  kind  of  change.” 

With  all  these  difficulties,  a  few  brave 
CIOs  are  fighting  to  push  back  the  desup¬ 
port  dates.  In  July  2001,  58  members  of  the 
2,200-member  independent  Oracle  Applica¬ 
tions  Users  Group  (OAUG)  signed  a  petition 


Vendors:  “It’s  Not  That  Bad” 

Enterprise  software  makers  defend  themselves 
against  user  complaints 

“IT’S  NOT  AS  BAD  AS  YOU  THINK.”  That  was  the  most  common  response  from 
the  major  ERP  software  vendors  when  confronted  with  customers’  complaints 
about  their  software  upgrade  practices. 

The  vendors  dispute  AMR  Research’s  estimate  that  the  cost  of  upgrading 
amounts  to  an  average  of  18  percent  of  the  original  software  and  Gartner’s  assertion 
that  it  sometimes  reaches  30  percent.  PeopleSoft  says  its  averages  are  10  percent  to 
20  percent,  J.D.  Edwards  says  it’s  10  percent  to  15  percent,  and  SAP  claims  5  per¬ 
cent  to  10  percent.  Upgrading  gets  more  efficient  the  more  users  you  have,  responds 
AMR  Research,  because  you  still  have  to  do  the  same  planning  and  testing  whether 
you’re  upgrading  50  or  5,000  people,  which  may  help  account  for  SAP’s  low  per¬ 
centage— its  customers  are  primarily  big  companies. 

The  dramatic  shift  in  the  underlying  architecture  of  these  products— from 
client/server  to  Web  based— has  a  lot  to  do  with  the  hassle  that  customers  are  see¬ 
ing,  say  the  vendors.  Bug  problems  that  early  on  plagued  Oracle  and  J.D.  Edwards’s 
upgrades  can  be  attributed,  at  least  in  part,  to  this  change,  the  vendors  say. 

Major  ERP  upgrades  also  spark  hardware  shopping  sprees  that  drive  up  costs, 
says  Brian  Vogt,  vice  president  of  professional  services  for  Walldorf,  Germany-based 
enterprise  software  vendor  SAP.  “Companies  say,  As  long  as  we’re  upgrading  our 
ERP  system  we  may  as  well  upgrade  our  databases  and  operating  systems  too,”  says 
Vogt.  “It  becomes  part  of  an  overall  hardware  upgrade  that  companies  do  every 
three  to  five  years  anyway.”  While  Vogt  acknowledges  that  SAP’s  latest  ERP 
upgrade,  MySAP.com,  demands  more  horsepower  than  its  forebears,  he  insists  that 
it’s  possible  to  stay  with  the  OS  and  database  from  the  previous  version. 

Customers  also  bump  up  upgrade  costs  when  they  choose  different  best-of-breed 
vendors  instead  of  a  single  vendor  for  ERP  and  its  dependent  systems  (like  supply 
chain  and  CRM),  say  vendors. 

Vogt  argues  that  companies  could  upgrade  quicker  and  cheaper  if  they  paid  more 
attention  to  the  changes  in  jobs  and  work  methods  that  come  with  upgrades.  “IT  can 
do  the  technology  testing,  but  companies  need  to  be  more  proactive  in  having  set 
testing  procedures  for  new  business  processes,”  he  says.  “The  primary  reason  the 
cost  of  upgrades  go  up  is  not  the  technology;  it’s  because  customers  can’t  make 
decisions  about  what  they  want  to  do  with  their  business,”  echoes  Mike  Gregoire, 
senior  vice  president  of  PeopleSoft  Global  Services  for  Pleasanton,  Calif.-based 
enterprise  software  vendor  PeopleSoft. 

The  vendors  all  acknowledge  that  they  are  hearing  complaints  but  say  the  econ¬ 
omy— not  the  time  window  between  releases— is  the  primary  aggravant.  “The  pres¬ 
sure  has  increased  dramatically  to  lengthen  the  support  period  for  older  versions,” 
says  Hank  Bonde,  COO  of  Denver-based  enterprise  software  vendor  J.D.  Edwards.  In 
response,  all  the  vendors  have  extended  support  for  their  older  software  to  an  aver¬ 
age  of  about  five  years,  but  they  all  defended  what  they  cited  as  an  industry  standard 
time  window  of  about  three  years.  Especially  in  new  categories  of  enterprise  soft¬ 
ware,  such  as  CRM,  customers  are  pushing  for  more  frequent  upgrades,  adds  Bonde, 
because  they  are  hungry  for  new  functionality.  -C.K. 
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urging  Oracle  to  extend  the  support  date  for 
version  10.7  of  its  ERP  software  from  June 
2002  to  December  2004.  This  petition  came 
after  Oracle  had  already  extended  the  desup¬ 
port  date  for  10.7  from  June  2001  after  cus¬ 
tomers  complained  bitterly  about  all  the 
bugs — about  5,000  of  them,  according  to 
customers — that  appeared  in  the  initial 


release  of  the  Hi  software  in  June  2000. 
(Oracle  declined  to  comment  on  the  number 
of  bugs  in  lli.) 

In  the  end,  Oracle  and  the  OAUG  com¬ 
promised,  and  the  desupport  date  was 
extended  to  June  2003.  The  other  major 
enterprise  vendors — J.D.  Edwards,  People- 
Soft,  SAP  and  Siebel,  which,  like  Oracle, 


have  released  ambitious  upgrades  of  their 
software  in  the  past  few  years — have  all 
extended  desupport  dates  for  previous  ver¬ 
sions  in  response  to  customers’  complaints 
about  bugs  and  performance.  (In  addition, 
some  companies  have  found  third-party  sup¬ 
port  for  software  after  a  vendor-announced 
desupport  date.) 


Download  These  Scream 
Savers 

CIOs  have  two  choices  when  it  comes  to 
upgrades:  go  along  or  fight.  But  both 
options  require  more  planning  than  most 
CIOs  do  now.  Even  if  upgrades  aren’t  a  con¬ 
tinuous  process  (and  some  overworked 
CIOs  may  think  they  are),  planning  for 


them  must  be.  It’s  the  only  way  you  can 
make  upgrade  decisions  without  your  back 
against  the  wall  of  a  desupport  date.  We’ve 
uncovered  best  practices  for  building  a  solid 
internal  governance  structure  for  managing 
upgrades  and  staying  on  top  of  your  ven¬ 
dor’s  upgrade  schedule;  for  minimizing  cus- 
tomizations  to  ease  future  upgrades;  and  for 
organizing  with  your  peers  to  negotiate  for 
desupport  dates  that  won’t  cripple  you.  (For 
more  on  this  process,  see  “The  Seven  Lively 
Steps  to  an  Upgrade,”  Page  52.) 

Strategy  No.  1:  Don’t  Stop 
Thinking  About  Tomorrow 

Companies  put  off  upgrading  their  enterprise 
software  because  the  process  is  a  shock  to 
their  system — not  just  the  IT  system  but  the 
business  system.  Some  postpone  the  process 
until  they  will  lose  support  for  an  old  soft¬ 
ware  version  if  they  don’t  upgrade  (see  “It’s 
the  Functionality,  Stupid,”  this  page). 

To  avoid  desperate  upgrades,  CIOs  need 
to  create  a  continuous  planning  process  that 
includes  users,  not  just  IT. 

At  Ventura  Foods,  a  Los  Angeles-based 
food  distributor,  Richard  Chamberlain  has 
set  up  a  cross-functional  team  of  IT  and 
businesspeople  who  are  responsible  for  each 
module  of  the  company’s  J.D.  Edwards  ERP 
system.  Those  module  leads  are  the  su¬ 
perusers  who  help  their  business  depart¬ 
ments  understand  and  use  the  system.  The 
committee  has  a  flowchart  of  the  entire  ERP 
system  that  shows  all  the  business  processes 
affected  by  the  different  components.  When 
an  update  is  released,  the  committee  can 
map  the  new  functions  to  the  current  sys¬ 
tem  and  the  business  processes  that  are 
affected  to  determine  whether  the  updates 
are  worth  incorporating. 

The  module  leads,  along  with  IT  man¬ 
agers,  are  responsible  for  tracking  the 
updates.  That  keeps  them  involved  and 
makes  it  easier  to  enlist  their  support  for 
doing  an  upgrade — or  resisting  it.  “The  dif¬ 
ferent  module  leads  come  together  and  say, 
OK,  here’s  an  update,  what  does  this  mean 
to  all  of  us?”  says  Chamberlain,  who  is 
director  of  innovations  and  e-solutions. 


It’s  the  Functionality,  Stupid 

Upgrades  can  be  worth  it— if  first  you  focus  on  the 
business  benefits 

MANY  CIOS  HAVE  BEGUN  PLANNING  for  upgrades  as  they  would  a  new  soft¬ 
ware  installation.  In  a  recent  study  of  109  companies  that  had  upgraded  their 
ERP  software,  AMR  Research  found  that  most  of  them  spent  more  time  selling 
the  project  internally  and  getting  approval  and  funding  than  they  did  doing  the 
upgrade.  According  to  Judy  Bijesse,  an  analyst  at  AMR  Research  who  coauthored 
the  study,  it  took  many  companies  quite  a  long  time— as  much  as  a  year— to 
build  the  business  case  for  upgrading. 

Lower  cost  of  software  ownership  is  a  dubious  component  of  those  business 
cases.  Although  49  percent  of  the  AMR  survey  respondents  used  that  as  a  justifica¬ 
tion  for  upgrading,  only  13  percent  actually  saw  their  IT  costs  go  down.  In  part,  that’s 
because  infrastructure  costs  inevitably  go  up.  For  example,  to  go  from  SAP  R/3  ver¬ 
sion  3  to  version  4  requires  87  percent  more  CPU  speed,  a  72  percent  increase  in 
memory  requirements  and  33  percent  more  disk  storage  space  on  each  computer 
that  uses  the  software,  according  to  Gartner. 

But  it  is  possible  to  save  money  as  long  as  you  use  the  upgrade  as  a  launching  pad 
for  adding  new  functionality.  Simply  moving  from  an  old  version  to  a  new  one  with¬ 
out  doing  that  is  what  CIOs  sneeringly  refer  to  as  a  “technical  upgrade,”  and  it’s 
what  CIOs  do  when  they  are  forced  into  it  by  a  desupport  date. 

By  far  the  largest  number  of  respondents  in  the  AMR  survey,  61  percent,  said  the 
most  valuable  result  of  their  upgrades  came  from  adding  new  functionality,  and  they 
spent  an  average  of  $200,000  on  additional  software  to  get  it.  Web  portals  were  the 
most  popular  add-on,  followed  by  procurement  applications,  data  warehouses,  HR 
applications  and  CRM.  (Interestingly,  only  27  percent  cited  new  functionality  as  their 
primary  reason  for  upgrading  at  the  start  of  the  project.  It  was  during  the  course  of 
their  projects  that  their  belief  in  the  value  of  new  functionality  developed.)  -C.K. 
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True,  your  wardrobe  needed  some  updating.  But  priority  number  one  was  finding  an 
alternative  to  those  single-function  networked  color  printers.  And  then  eureka,  you 


found  it:  multifunction  color  printing  solutions  from  Canon,  the  leader  in  color  imaging  in  the  office.*  Color  imageRUNNER™ 
is  fully  connected  and  expands  your  capabilities  across  your  network.  That  means  along  with  superior  image  quality  you  get  lower 
operating  costs.  All  of  which  results  in  a  faster,  better  alternative  to  outsourcing,  not  to  mention  increased  productivity.  So,  kudos. 
Thanks  to  Canon  know-how,  you  can  replace  those  printers  and  your  wardrobe.  1 -866-EZ-COLOR  www.usa.canon.com 
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Like  most  ERP  customers,  Chamberlain 
keeps  three  different  ERP  environments  run¬ 
ning  at  once:  the  system  that  the  company 
uses  day-to-day — the  production  environ¬ 
ment;  a  much  smaller  development  environ¬ 
ment  for  playing  with  new  software  and  any 
customizations  that  are  necessary;  and  a  test¬ 
ing  environment  to  see  if  new  versions  of 
the  software  will  work  properly  before  they 
are  brought  to  the  production  system. 

But  in  a  testament  to  how  complex  enter¬ 
prise  software  upgrades  can  be,  Dennis 
Upton,  CIO  at  Brother  International,  a 
Bridgewater,  N.J. -based  office  equipment 
maker,  had  to  set  up  a  second  test  environ¬ 
ment  when  he  upgraded  from  SAP  3.0E  to 
the  SAP  4.5B  product  because  the  new  soft¬ 
ware  was  so  different  from  the  old.  “You 
have  to  create  a  duplicate  environment  for 
your  upgrade,”  he  says.  “It’s  a  fact  of  life.” 

It  was  also  about  $200,000  in  extra  cost. 

Strategy  No.  2: 

Flush  the  Custom  Code 

CIOs  know  that  putting  an  upgrade  through 
its  paces  in  a  test  environment  is  critical 
because  most  companies  wind  up  customiz¬ 
ing  their  enterprise  software  to  fill  gaps  in  the 
functionality,  adapt  to  a  specific  industry  or 
legal  requirement,  or  simply  because  the  users 
want  the  software  to  act  differently  than  it 
does  out  of  the  box.  It’s  not  that  customiza¬ 
tions  represent  a  failure — they  are  often  legit¬ 
imate  and  may  even  add  a  bit  of  competitive 
advantage  to  an  otherwise  vanilla  software 
program.  But  companies  tend  to  customize 
overmuch  in  an  attempt  to  appease  the  busi¬ 
nesspeople  who  use  the  system. 

That’s  why  some  CIOs  see  upgrades  as  a 
prime  opportunity  to  flush  custom  code 
from  the  system  and  replace  it  with  a  stan¬ 
dard  software  program  or  interface  from  a 
vendor.  Removing  custom  code  makes  it 
easier  to  upgrade  because  you  don’t  have  to 
rewrite  the  code  each  time  a  new  enterprise 
version  comes  out.  It  also  makes  it  easier  to 
integrate  the  software  with  other  software 
systems  inside  the  company. 

“I  think  the  effort  required  to  upgrade  is 
directly  related  to  the  amount  of  custom 


The  Seven  Lively  Steps 
to  an  Upgrade 

The  time  spent  on  upgrading  enterprise  software  varies 
little  between  small-  and  large-scale  projects.  Expect  to 
spend  a  year  or  more  from  the  time  you  begin  pondering 
an  upgrade  to  getting  it  running. 

GET  PERMISSION  Enterprise  software  upgrades  are  expensive,  so  they  require  well- 
thought-out  business  cases  and  a  thorough  examination  of  your  options.  For  exam¬ 
ple,  will  the  upgrade  be  so  different  from  the  previous  version  that  you  should 
consider  going  to  a  different  vendor’s  package  that  better  fits  your  needs? 

Duration:  6  to  8  months 

PLAN  Most  companies  wind  up  customizing  their  enterprise  software  to  fit  their 
business  practices.  Upgrades  are  an  opportunity  to  strip  out  some  of  that  customiza¬ 
tion  and  replace  it  with  standard  functionality  from  the  vendor.  But  it  takes  time  to 
figure  out  what  stays  and  what  goes— and  to  make  sure  the  business  won’t  revolt  at 
the  changes.  Duration:  6  to  7  weeks 

INSTALI  The  (relatively)  easy  part.  Get  the  new  hardware  and  networks  up  and  run¬ 
ning  and  the  software  loaded  in  all  your  different  locations. 

Duration:  4  to  7  weeks 

TEST  The  hardest  part.  Enterprise  software  packages  are  highly  integrated.  Make  a 
change  in  one  place  and  it  ripples  through  the  rest  of  the  system.  That— combined 
with  the  fact  that  new  enterprise  releases  are  always  buggy— makes  testing  a  night¬ 
mare,  but  it’s  critical  to  avoiding  breakdowns  once  you  go  live. 

Duration:  5  to  9  weeks 

|  MIGRATE  THE  DATA  This  is  where  you  reconcile  three  different  versions  of  the  same 
customer  record  in  your  database  and  put  a  single  correct  version  into  the  new  sys¬ 
tem’s  database.  Time  and  expense  depend  on  the  rigor  and  quality  control  of  the 
data  entry  processes  in  your  company.  Duration:  2  to  4  weeks  (or  longer  depending 
on  data  quality) 

TRAIN  Even  if  all  the  technical  steps  go  well,  an  upgrade  can  fall  apart  if  users  don’t 
like  the  new  screens  they  see  or  can’t  figure  out  how  to  do  their  job  with  the  new  sys¬ 
tem.  Even  small  changes  to  the  system  can  mean  big  changes  to  business  processes 
and  drive  users  nuts.  Duration:  2  to  5  weeks 

CUT  OV  ER  This  is  the  tenuous  stage  when  you  turn  on  the  upgrade  and  turn  off  your 
old  system.  Most  CIOs  time  their  cut-over  for  a  weekend,  preferably  a  long  weekend, 
when  few  employees  are  there  to  see  and  feel  the  chaos. 

Duration:  3  to  4  days  -C.K. 

SOURCE:  AMR  RESEARCH  AND  CIO  REPORTING 
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code  you  have,”  says  Rafael  Sanchez,  CIO 
of  Burger  King.  The  Miami-based  restau¬ 
rant  chain  built  a  custom  software  program 
to  handle  its  real  estate  dealings  when  it  first 
installed  SAP  R/3  in  1995.  But  this  year 
Sanchez  replaced  it  with  standard  function¬ 
ality  from  SAP.  “We  reduced  the  custom 
code  in  the  real  estate  package  by  90  per¬ 
cent,  in  finance  we  got  rid  of  60  percent, 
and  in  HR  we’ll  lose  60  to  80  percent,”  he 
says.  “All  that  means  is  that  we’ll  have  fewer 
software  applications  to  support  internally.” 

But  CIOs  must  be  careful  before  they  get 
rid  of  their  customized  code  during  an 
upgrade.  Business  users  may  love  that  code, 
so  you  need  their  backing — or  at  least  their 
understanding — for  why  you’re  dropping  it, 
says  Cheryl  T.  Smith,  the  former  senior  vice 
president  and  CIO  of  KeySpan,  a  Brooklyn, 
N.Y.-based  gas  and  electric  company.  (Smith 
became  CIO  at  McKesson  in  September.) 

During  recent  upgrades  to  KeySpan’s 
Oracle  ERP  system,  Smith  and  Don  Stahlin, 
director  of  IT,  identified  all  the  customized 
components  of  the  software  and  the  oppor¬ 
tunities  to  go  to  standard  functions  in  the 
package’s  new  version.  They  met  with  users 
to  see  which  customizations  they  were  will¬ 
ing  to  give  up.  When  the  two  groups  dis¬ 
agreed,  they  brought  the  discussion  before  a 
steering  committee  composed  of  functional 
and  business  leaders  from  across  KeySpan. 

Smith  and  Stahlin  came  up  with  costs  for 
two  options:  modifying  the  actual  ERP  code 
of  the  new  version  (expensive  and  difficult) 
or  adding  a  custom  program  outside  of  the 
ERP  system  to  perform  the  function.  That 
helped  users  understand  just  how  much 
effort  IT  had  to  put  into  writing  and  main¬ 
taining  those  customizations,  says  Stahlin. 
But  the  users  also  had  to  do  some  research 
before  they  could  go  before  the  steering 
committee  to  plead  their  case.  They  had  to 
come  up  with  a  “no-technology”  option, 
usually  a  change  to  the  business  process  to 
fit  with  the  software  out  of  the  box. 

“Sometimes  the  users  had  valid  reasons 
for  keeping  the  customizations,  like  labor 
contracts  that  required  things  to  be  done  a 
certain  way,”  Smith  says.  “But  we  found 
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$1,000  A  SEAT 

Upgrades  cost  more  for 
smaller  companies 

A  MAJOR  ERP  upgrade  will  run 
about  18  percent  of  the  original 
installation  cost,  according  to  an 
AMR  Research  survey.  For  compa¬ 
nies  with  500  users  of  ERP  software, 
the  average  cost  was  $533,594  or 
about  $1,000  per  user.  For  compa¬ 
nies  with  2,000  users,  the  cost  was 
$1.2  million  or  about  $595  per  user. 
For  large  companies  with  more  than 
8,400  users,  the  total  came  to 
$2.6  million  or  $300  per  user. 

SOURCE:  AMR  RESEARCH  JANUARY  2002  SURVEY 
OF  109  COMPANIES  WITH  AT  LEAST  2,500 
EMPLOYEES 


nine  and  a  half  times  out  of  10  we  could 
change  the  way  we  do  business  because  it 
wasn’t  that  critical;  it  was  just  habit.  You  just 
unfreeze  the  organization  and  rearrange  the 
way  people  do  things,  and  now  you  just  do 
them  a  slightly  different  way  and  that’s  OK.” 

The  steering  committee  tended  to  shoot 
down  the  requests  for  customizations,  says 
Smith,  because  they  were  invariably  more 
expensive  than  the  no-technology  options. 
“When  someone  from  HR  came  to  them 
and  said,  ‘We  have  to  do  it  this  way,’  the 
committee  would  say,  ‘No  you  don’t — 
change  your  process.  I’d  rather  spend  this 
money  in  my  business.’” 

Strategy  No.  3:  Do  It  Yourself 
(Forget  Consultants) 

Having  a  continuous  internal  planning  sys¬ 
tem  for  upgrades  makes  it  easier  for  CIOs 
to  limit  the  number  of  outside  consultants 


cio.com  What  are  your  enterprise- 
upgrade  best  practices?  Share  them  with 
your  colleagues  when  you  WEIGH  IN 
with  your  answers.  Go  to  www.cio.com  or 
comment.cio.com/weighin. 
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they  need  to  bring  in  to  help  with  upgrades. 
An  AMR  study  found  that  companies  that 
handed  over  responsibility  for  their  upgrade 
projects  to  outside  consultants  spent  twice 
as  much  ($2.3  million  versus  $1.5  million) 
and  took  longer  (10  months  versus  six)  than 
those  that  kept  the  project  leadership  and  as 
much  of  the  work  as  possible  in-house.  “The 
costs  skyrocket  because  you  will  have  people 
on  the  project  who  don’t  know  your  busi¬ 
ness,”  says  Judy  Bijesse,  an  analyst  at  AMR 
Research,  “and  you’ll  have  a  lot  of  consult¬ 
ants  who  are  being  trained  while  you’re  pay¬ 
ing  them.” 

By  retaining  leadership  yourself  and  track¬ 
ing  the  fortunes  of  colleagues  who  are 
upgrading,  “you  can  avoid  being  the  one 
that  bleeds  on  that  first  release,”  says  Nex- 
tel’s  LeFave.  Indeed,  most  enterprise  software 
is  so  bug-ridden  in  its  first  release  that  CIOs 
can  wind  up  installing  the  upgrade  all  over 
again  when  the  vendor  comes  out  with  a 
“point  release”  to  fix  the  initial  bugs.  Man- 
ish  Khadepau  waited  until  Oracle  was  on 
the  second  point  release  of  Oracle  lli  before 
implementing  it  at  Infogrames,  a  New  York 
City-based  video  game  publisher.  (There 
have  been  six  point  releases  of  lli  since  it 
was  first  introduced  in  2000— each  requiring 
a  complete  reinstall  if  the  customer  has  cus¬ 
tomized  it.)  But  it  was  still  bleeding  edge  at 
the  time,  Khadepau  says,  and  full  of  bugs. 

Each  time  Oracle  would  send  Khadepau 
a  new  bug  fix,  the  fix  would  destabilize  the 
rest  of  his  system  and  require  him  to  rewrite 
the  customizations  his  company  had  made. 
“Oracle  lli  is  so  big  and  so  interconnected 
that  when  they  fixed  one  piece,  three  others 
would  break  somewhere  else  in  the  system,” 
he  says.  The  earlier  version  of  Infogrames’ 
ERP  software  was  so  heavily  customized 
that  the  upgrade  wound  up  costing  as  much 
as  a  new  installation — between  $400,000 
and  $500,000,  according  to  Khadepau. 

Quinlan,  the  MFS  systems  manager  who 
blanched  at  the  cost  of  consulting  fees  for 
her  company’s  upgrade,  has  decided  to 
install  a  new  HR  application  herself  (she  has 
a  background  in  HR  and  is  a  former  Peo- 
pleSoft  consultant)  with  support  from  a  few 
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internal  staffers.  But  the  financial  upgrade 
is  bigger  and  much  more  complex  than  she 
and  her  staff  can  handle.  “We  haven’t 
decided  what  to  do  there  yet,”  she  says. 

Strategy  No.  4:  Wait  for  the 
Bugs  to  Pass  You  By 

Companies  that  can  afford  to  wait  for  an 
upgrade  are  best  positioned  to  get  it  done 
quickly — at  least  from  a  technical  standpoint, 
says  Khadepau,  the  Oracle  ERP  veteran  who 
is  now  manager  of  financial  systems  for  Mul¬ 
tilink  Technology,  a  Somerset,  N.J. -based 
maker  of  optical  network  components. 

Khadepau  knows  because  he  is  the  volun¬ 
teer  director  of  the  New  Jersey  chapter  of  the 
OAUG  and  has  seen  his  colleagues  struggle 
with  lli.  He  says  one  New  Jersey  company 


(which  declined  to  be  identified)  bought  the 
license  for  lli  and  did  not  install  it.  Instead, 
it  sent  an  IT  staffer  to  monitor  meetings  of  his 
group  until  the  wails  of  despair  changed  into 
guarded  optimism  about  the  software.  The 
company  is  now  installing  version  11.55  of 
the  software,  which  works  well,  according  to 
Khadepau,  and  has  new  functionality  that 
early  releases  of  1  li  did  not.  “Now  they  come 
to  me  and  say  things  like,  What  was  all  that 
fuss  you  were  making  about?”  he  laughs. 

Companies  have  to  pick  their  time  to 
upgrade  carefully — especially  small  compa¬ 
nies  that  don’t  pull  much  weight  with  their 
vendors.  KeySpan’s  Smith  remembers  that 
when  she  was  with  Verizon,  the  telecom  giant 
used  to  take  on  upgrades  earlier  than  most 
customers  because  it  had  enormous  clout 


with  its  vendors.  “The  vendor  would  put  a 
big  staff  of  its  top  people  onsite  to  help  us 
through  it,”  she  says.  “At  KeySpan,  we  have 
a  tough  enough  time  getting  our  vendors’ 
attention  without  risking  an  early  upgrade.” 

Epilogue:  The  Upgrades 
Bottom  Line 

There  is  one  other  strategy  that  CIOs  could 
pursue:  treat  the  upgrade  process  as  a  green¬ 
field.  At  Nextel,  making  the  shift  to  the  new 
version  of  Oracle’s  ERP  software  will  cost 
enough  and  take  long  enough  that  LeFave  is 
calling  it  a  new  installation  and  inviting  Ora¬ 
cle’s  main  competitors,  SAP  and  PeopleSoft, 
to  bid  on  installing  their  system  at  Nextel. 
“We’ve  worked  hard  to  build  an  integrated 
architecture  with  ERP”  that  is  heavily  inte¬ 
grated  with  software  from  other  companies, 
says  LeFave.  “All  of  a  sudden  you  have  to 
make  this  major  leap  of  faith,  and  that  opens 
up  a  discussion  around  should  we  be  doing 
it  with  these  guys  or  should  we  look  into  the 
future  with  someone  else?” 

The  stakes  have  risen  for  enterprise 
upgrades.  These  projects  need  to  add  value, 
and  value  is  no  longer  defined  by  squeak¬ 
ing  through  an  upgrade  before  the  desup¬ 
port  date  for  an  older  version.  A  good 
planning  process,  along  with  regular  meet¬ 
ings  with  fellow  users  at  other  companies 
who  can  help  you  organize  to  get  what  you 
want  from  vendors,  is  critical. 

But  old  habits  die  hard.  Amazingly, 
21  percent  of  the  AMR  survey  respondents 
sold  their  enterprise  software  upgrades  to 
their  business  based  on  vendors’  announcing 
desupport  dates  for  the  software.  That’s  not 
planning.  That’s  desperation. 

As  CEOs  and  CFOs  tighten  the  reins  on 
IT  spending,  Brother  International’s  Upton 
pities  the  fool  that  tries  to  get  away  with 
such  a  sales  pitch  in  the  future.  “If  you’ve 
got  a  multimillion-dollar  ERP  system,  there 
better  be  a  better  reason  for  upgrading  than 
the  fact  that  the  vendor  won’t  support  it 
anymore,”  he  says.  BE 


Executive  Editor  Christopher  Koch  ( ckoch@cio.com ) 
has  covered  enterprise  software  for  CIO  since  1996. 


SAP’s  Big  Freeze 

Market  leader  stabilizes  some  enterprise  code 

IN  RESPONSE  TO  CUSTOMER  COMPLAINTS,  SAP,  which  invented  and  now  leads 
the  market  for  enterprise  software,  has  decided  to  stabilize  the  core  components  of 
its  R/3  ERP  software  suite,  which  it  will  call  R/3  Enterprise,  for  at  least  five  years. 
Customers  can  upgrade  to  the  newest  SAP  components,  such  as  its  APO  supply 
chain  product  or  its  CRM  software,  without  having  to  touch  R/3.  In  the  past,  SAP 
upgrades  have  required  replacing  all  components  of  the  software  each  time. 

Of  course,  SAP’s  new  policy  also  means  that  R/3  users  cannot  expect  any  signifi¬ 
cant  new  functionality.  They  must  also  pay  a  license  fee  for  the  new  components, 
such  as  supply  chain  and  CRM.  SAP  argues  that  these  components  require  a  signifi¬ 
cant  investment  to  develop  and  represent  technology  that  is  outside  traditional  ERP 
functionality.  Such  enhancements  merit  new  license  fees,  even  from  existing  cus¬ 
tomers  (who  get  a  credit  for  the  R/3  software  they’ve  already  purchased),  says  Arne 
Schmidthals,  vice  president  of  product  management  for  R/3  Enterprise.  But 
Schmidthals  acknowledges  that  customers  have  argued  that  the  APO  supply  chain 
product,  which  is  heavily  integrated  with  and  reliant  upon  the  core  ERP  software, 
should  be  included  in  R/3  Enterprise. 

In  a  sense,  SAP  is  a  victim  of  its  own  success.  It  blew  away  its  competitors  by  com¬ 
bining  a  bunch  of  formerly  standalone  products  for  different  functional  areas  of  the 
company  (finance,  HR,  manufacturing)  into  an  integrated  package.  So  should  every 
new  software  component  it  develops  be  lumped  together  in  the  traditional  way? 
Schmidthals  thinks  not.  Still,  it’s  a  shift  from  the  days  when  customers  that  paid 
their  yearly  maintenance  fees  got  new  functionality  free  in  the  next  release.  As  all 
the  major  ERP  vendors  move  to  “componentize"  their  products— in  part  to  make  it 
easier  to  upgrade  individual  pieces  rather  than  the  whole  package— the  “mainte¬ 
nance  fee  buys  all”  philosophy  is  vanishing.  -C.K. 


56  CIO  NOVEMBER  15,  2002  •  www.cio.com 


NO  POSTAGE 
I  NECESSARY 

IF  MAILED 
IN  THE 

_ _  UNITED  STATES 

BUSINESS  REPLY  MAIL  I  — 

FIRST-CLASS  MAIL  PERMIT  NO.  1020  FRAMINGHAM  MA 

POSTAGE  WILL  BE  PAID  BY  ADDRESSEE  SIS 


CIO, 


ATTN:  CIRCULATION  DEPARTMENT 
PO  BOX  9208 

FRAMINGHAM  MA  01701-9486 


1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 !  1 1 


H  CIO 


M  Made  Simple I 


After  getting  Amazoned, 

Barnes  &  Noble  uses  the  Web 
to  leverage  its  greatest 
asset-real  stores  P  ine  ra 

PLUS  What  Works  on  the  Web 

•Who’s  Making  Money 
■  Why  They're  Making  Money 

•  How  YOU  Can  Make  Money  Too  .  » 


The  New  Centralization 

What's  Right  for  Your 
Business  and  What's  Wrong 

Pay'  98 


The.  Magazine  lor  Information  E.ocuIIvm 
SPECIAL  REPORT  E  COMMERCE 

Barnes 
&  Noble 
Fights 
Back 


SUBSCRIBE  TODAY! 

Yes,  please  enter  my  one-year  subscription 
(23  issues)  to  CIO  magazine,  and  bill  me  later 
for  $94! 


Name 


Title 


Company  Name 


Address 


City 


State  Zip 


□  Bill  me  □  Bill  my  credit  card  □  MC  □  VISA  □  AMEX 


WWW.CiO.COm  Account  Number  Expiration  Date 

This  is  a  domestic  rate  only  (US  and  Canada).  _ 

The  foreign  rate  is  $175.00  prepaid  in  U.S.  currency.  Signature 


CIN02 


*CRM  Made  Simple 


H.US=Wh 

tH»Kl  trie  •**n  *no  y  1 


3£Sfl£ <■' 


ThP  New  Centralization 

Th  Whafs  R'gMtoJ^l 
Business  and  What  s  Wrong 


Barnes 
&  Noble 

Fights 

Back 

sasssssi- 

to  leverage  its  greatest 

asset- real  stores.  - 

What  Works  on  the  Web 

•  Who's  Making  Money 
■Why  They're  Making  Money 

•  How  TOU  Can  Make  Money  Too 


*»m*«r.<jn»o>e  tom 

y,,«  ChaurrU" 
Ss*ph«i  «**'<* 


www.cio.com 

This  is  a  domestic  rate  only  (US  and  Canada). 

The  foreign  rate  is  $175.00  prepaid  in  U.S.  currency. 


SUBSCRIBE  TODAY! 

Yes  please  enter  my  one-year  subscription 
(23  issues)  to  CIO  magazine,  and  bill  me  later 

for  $94! 


Name 

Title 

Company  Name 

Address 


City 


State 

Zip 

□  Bill  me  □  Bill  my  credit  card  LI  MU 

□  VISA  □  AMEX 

Account  Number 

Expiration  Date 

Signature 

CIN02 

NO  POSTAGE 
NECESSARY 
IF  MAILED 
IN  THE 

UNITED  STATES 


BUSINESS  REPLY  MAIL 

FIRST-CLASS  MAIL  PERMIT  NO.  1020  FRAMINGHAM  MA 


POSTAGE  WILL  BE  PAID  BY  ADDRESSEE 


ATTN:  CIRCULATION  DEPARTMENT 
PO  BOX  9208 

FRAMINGHAM  MA  01701-9486 


1 1 1 1 1 1 1 1 1 1 1 1 


I.I.I.I..II..I..II...I..II 


// 


To  meet  ever-increasing  demand  for  our  online 

products  and  services ,  Toyota  turned  to  Akamai 

to  instantly  extend  the  scale ,  performance  and 

reach  of  its  infrastructure  at  a  fraction  of 

the  cost  associated  with  traditional  build-out. " 

—  Barbra  Cooper 

Group  Vice  President  and  CIO 


'S 
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Akamai  Gives  Toyota  Motor  Sales  the  Competitive  Edge. 

When  Toyota  launched  a  series  of  online  marketing  initiatives  to  promote  new  vehicles,  consumer 
traffic  to  its  sites  began  to  multiply.  To  meet  the  needs  of  its  growing  audiences  without  over-provisioning 
its  network,  Toyota  turned  to  Akamai.  Our  distributed  content  delivery  approach  helps  Toyota  maintain 
top  site  performance.  By  extending  its  infrastructure  to  the  edge — closer  to  customers — Toyota  gains 
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while  maintaining  control  and  significantly  reducing  infrastructure  costs. 
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Four  companies. 

Four  crises. 

Four  IT  turnaround  strategies. 


How  did  they  work? 

How  did  their  CIOs  fare? 


BY  SUSANNAH  PATTON 


Reader  ROI 

►  How  IT  can  help  turn  around  troubled 
companies— and  how  it  can’t 

►  How  a  big  HMO  emphasized  overall 
cost-cutting  while  driving  an  expensive 
systems  integration  campaign 

►  HowleadersatBarnesandnoble.com 
reset  their  post-bubble  expectations 


THERE’S  NO  END  TO  THE  WAYS  A  COMPANY  CAN  GET  INTO  TROUBLE. 
A  new  competitor  changes  the  commercial  landscape.  Fresh  business 
processes  bypass  standard  operating  procedures.  Acquired  units  fail 
to  merge.  Executives  get  caught  with  their  hands  in  the  cookie  jar. 

No  matter  the  ailment,  the  turnaround  is  a  catch-all  phrase  that 
captures  what  usually  happens  next,  a  term  that  (for  optimists  any¬ 
way)  signals  there’s  a  decent  chance  corporate  leaders  can  right  past 
wrongs  and  enlighten  dim-looking  futures.  And  because  big  compa¬ 
nies  rely  on  information  technology  to  run  their  business,  IT  changes 
tend  to  show  up  duringturnaround  time. 

In  recent  years,  CIO  has  profiled  several  organizations  that  said  IT 
was  vita!  to  their  turnaround  strategies.  As  you  will  see  in  our  follow¬ 
up  coverage  revisiting  four  of  those  companies,  turnarounds  are  diffi¬ 
cult  and  IT  alone  can’t  save  a  company,  especially  in  tough  economic 
times.  And  it  takes  leadership  and  patience  to  right  a  sinking  ship. 

Some  turnaround  stories  end  happily.  Harvard  Pilgrim  Health  Care, 
a  Wellesley,  Mass. -based  HMO,  was  just  emerging  from  its  darkest 
days  when  we  first  visited  in  March  2001.  New  systems  were  being 
implemented  and  a  tight  team  of  executives— including  former  CIO 
Louis  Gutierrez— were  working  day  and  night  to  pull  the  troubled  HMO 
into  the  black.  Harvard  Pilgrim  did  post  an  operating  profit  for  2001, 
and  today  the  current  CIO,  Deborah  Norton,  is  working  on  what  she 
calls  “the  usual  business  cycle  of  technology  refreshment." 

Other  outcomes  are  not  so  black  and  white.  Two  years  after  we  spoke 
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Former  CIO  Nicholas  tali  (left)  and  CEO  Christian  Haub 
started  their  $250  million  IT  investment  to  reinvigorate  A&P’s 
supermarkets  in  20C  Progress  reaching  lofty  goals  has  been 
slow  in  coming. 


Barnesandnoble.com  was  bookstore  chain  Barnes  & 
Noble’s  response  to  Amazon.com.  Stephen  Riggio, 
CEO  of  Barnes  &  Noble,  is  still  working  to  mesh  bricks 
with  clicks. 


At  Waste  Management,  turnaround  specialists  CEO 
Maury  Myers  (left)  and  CIO  Tom  Smith  continue  to 
make  progress  through  updating  IT  systems. 


Turnaround  Strategies 


with  A&P,  the  grocery  chain  is  still  in  the  midst  of  its  $250  million 
technology  turnaround  project.  A  new  CIO  reports  that  the  project 
is  on  track  but  stresses  that  training  people  to  use  the  new  systems 
remains  a  challenge.  “It’s  not  a  matter  of  loading  new  technology 
into  a  box,”  says  John  E.  Metzger,  A&P’s  CIO  since  February. 

Andrew  McAfee,  associate  professor  in  the  technology  and  opera¬ 
tions  unit  at  Harvard  Business  School,  says  that  when  a  company  has 
fallen  behind  because  it  is  less  efficient  than  its  competitors,  technology 
can  help  that  company  turn  around.  “Companies  need  to  ask  them¬ 
selves  what  their  turnaround  will  hinge  upon,”  McAfee  says.  “Are  they 


slow  and  sloppy  compared  to  competitors?”  If  so,  they  should  con¬ 
sider  a  large  IT  implementation  that  improves  business  processes,  he 
adds.  McAfee  notes,  however,  that  management  is  as  important  as  tech¬ 
nology  spending.  “Throwing  tech  money  at  a  problem  even  where 
appropriate  won’t  work  by  itself,”  he  says. 

What  have  these  four  companies  learned  during  the  past  two  years? 
Here  are  some  broad  lessons  learned  from  our  revisits:  1)  You  can’t 
spend  your  way  out  of  trouble.  Ripping  and  replacing  infrastructure 
won’t  always  work.  2)  A  tough  turnaround  requires  teamwork.  3) 
You  need  support  from  upper  management.  4)  You’d  better  be  lucky. 


HARVARD  PILGRIM  HEALTH  CARE 
FINDS  A  REMEDY 


THE  PROBLEM:  Lack  of  integration. 

The  HMO  went  on  an  acquisition  spree 
starting  in  1986,  ending  up  with  a  hodge¬ 
podge  of  systems.  Louis  Gutierrez,  CIO  from 
July  1999  to  January  2002,  inherited  a  gar¬ 
gantuan  mess  of  more  than  55  separate  core 
application  systems,  including  four  claims 
processing  systems  that  left  the  HMO  inca¬ 
pable  of  tracking  claims  or  setting  accurate 
premiums.  Red  ink  started  gushing  in  April 
1999,  when  the  HMO  reported  an  unprece¬ 
dented  $54  million  net  loss  and  an  operating 
loss  of  $94  million.  Harvard  Pilgrim  became 
the  poster  child  for  the  heath-care  industry’s 
ills.  A  new  management  team,  which  in¬ 
cluded  Gutierrez,  blamed  part  of  the  woes 
on  the  mishmash  of  information  systems. 

Gutierrez  decided  that  Harvard  Pilgrim 
would  outsource  both  claims  processing  and 
the  technology  functions  including  data  center 
operations,  network  infrastructure  and  pro¬ 
gramming.  The  HMO  signed  a  $700  million, 
10-year  contract  with  Perot  Systems  in  October 
1999.  But  the  moment  of  respite  that  followed 
that  decision  was  brief.  In  January  2000,  the 
HMO  discovered  addirional  losses  of  between 
$60  million  and  $70  million.  A  court  placed 
Harvard  Pilgrim  into  temporary  receivership, 
which  put  it  under  state  control,  to  reorganize 
it  and  prevent  it  from  going  bankrupt. 

THE  SOLUTIONS:  Systems  integration. 
Cost-cutting  across  the  board.  A  large  out¬ 
sourcing  deal. 


Gutierrez  and  Perot 
Systems  set  out  to  tackle 
the  claims  processing 
mess:  four  systems  that 
routinely  failed  and 
crashed  under  the  ava¬ 
lanche  of  transactions. 

The  team  eliminated  all 
but  one  system,  Amisys, 
upgraded  it  and  brought  in  a  stronger  hard¬ 
ware  platform.  With  help  from  consultancy 
Cap  Gemini,  Perot  Systems  and  its  own  IT 
staff,  Harvard  Pilgrim  began  to  install  Ora¬ 
cle  financials,  HR  and  payroll  in  February 
2001.  All  internal  claims  systems  were  then 
repiped  into  Oracle  through  an  operational 
data  store,  which  served  as  a  staging  area 
for  all  operational  data  from  claims  systems 
and  third-party  service  providers  such  as 
pharmacies. 

Harvard  Pilgrim  spent  $75  million  to  $80 
million  a  year  on  IT  during  the  turnaround, 
but  Gutierrez  says  that  while  IT  was  an  impor¬ 
tant  factor,  he  attributes  much  of  the  turn¬ 
around  success  to  overall  cost-cutting.  “Many 
of  the  key  levers  were  decidedly  nonsystems 
fixes,”  says  Gutierrez,  who  left  Harvard  Pil¬ 
grim  in  February  for  the  Exeter  Group  con¬ 
sultancy.  “A  lot  of  the  progress  was  in  tighter 
management  and  better  business  processes.  I 
learned  a  lot  from  that.  We  were  very  smart 
about  what  we  did  to  clean  up  on  the  IT  side, 
but  it’s  just  not  the  case  that  one  can  point  to 
massive  new  systems  as  the  solution  here.” 


Blood,  Sweat 
and  Systems 
Integration 


When  Harvard 
Pilgrim  Health  Care's 
new  CIO  came  on 
board,  the  HMO  was 
fading  fast.  It's  out 
ot  the  ICU  now.  but 
no  one's  talking 
turnaround— yet 


Louis  Gutierrez  couldn't  imagine 
who  in  the  wodd  would  be  calling 
him  at  work  at  3.30  in  the  evening. 


June  2001:  Harvard  Pilgrim  Health  Care 
was  cutting  costs  and  integrating  sys¬ 
tems.  Now:  The  HMO  has  since  posted 
eight  profitable  quarters. 


THE  SITUATION  NOW:  Harvard  Pilgrim’s 
situation  has  stabilized,  and  the  financial  pic¬ 
ture  has  improved.  Most  recently,  the  750,000- 
member  HMO  reported  an  operating  profit 
of  $5.8  million  on  $442.3  million  for  the  sec¬ 
ond  quarter  of  2002,  posting  positive  results 
for  the  eighth  straight  quarter.  On  the  IT  side, 
CIO  Norton  is  in  the  middle  of  moving  from 
an  IBM  DB2  data  warehouse  to  a  Teradata 
data  warehouse,  which  will  allow  a  greater 
number  of  users  to  access  data  and  informa¬ 
tion  via  Web  browsers.  “Louis  and  the  team 
had  done  the  bulk  of  the  work  by  the  time  I 
took  over,”  Norton  says.  “Now  our  task  is  to 
respond  to  challenges  of  the  future.” 

LEADERSHIP:  Gutierrez  left  Harvard  Pil¬ 
grim  in  January  2002.  Deborah  Norton, 
former  vice  president  for  corporate  manage¬ 
ment,  is  the  current  CIO. 
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Introducing 

KPMG  Consulting’s  New  Name 

AND 

Era  Of  Empowerment. 


We  have  done  more  than  just  change 
our  name.  We  have  chartered  a  new 
beginning.  An  era  of  empowerment. 
Which  positions  BearingPoint — formerly 
KPMG  Consulting — ready  to  assume  the 
lead  as  the  world’s  most  influential  and 
respected  business  advisor  and  systems 
integrator.  But  while  we  have  changed 


our  name  to  BearingPoint,  what  we  have 
not  changed  is  our  mindset — the  desire  to 
get  it  done.  And  get  it  done  right.  Our 
goal  is  to  be  on  everyone’s  list.  At  the  top, 
of  course.  We  will  accomplish  that  goal 
the  same  way  we  have  operated  for  over 
100  years.  One  on  one.  With  practical 
know-how.  With  passion.  Delivering  to 


our  present  and  future  clients  more  than 
just  consulting.  By  helping  our  clients 
align  their  business  and  systems  to  achieve 
their  desired  goals.  Providing  the  right 
information  to  empower  their  business. 
Because  the  right  information  brings 
knowledge.  And  knowledge  is  power. 
Sharing  it  is  empowerment. 
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Turnaround  Strategies 


CHALLENGES  AHEAD:  Although  Har- 
vard  Pilgrim  has  a  strong  brand,  it  can’t 
afford  any  more  major  troubles.  “We  don’t 
want  to  have  a  recurrence,”  Norton  says. 
“We  need  to  pay  our  claims  accurately  and 
on  time  and  make  sure  our  systems  are 
secure  with  backup  and  redundancy.”  To 
achieve  that,  the  HMO  is  creating  a  second 
data  center.  Another  challenge  will  be  to 
decide  whether  to  do  a  major  upgrade  to 


its  HP3000  operating  system  (which 
Hewlett-Packard  has  said  it  won’t  support 
after  2006),  or  to  look  for  a  new  platform 
altogether. 

“The  turnaround  was  like  a  battle,  where 
people  were  working  for  the  good  of  the 
whole,”  says  Norton,  who  was  vice  presi¬ 
dent  for  corporate  management  at  the  time. 
“The  challenge  now  is  to  keep  complacency 
from  creeping  into  the  organization.” 


WHAT  THE  EXPERTS  SAY:  “It  appears 
that  Harvard  Pilgrim  has  turned  itself 
around  in  holding  down  costs,  boosting  rev¬ 
enue,  ceasing  to  price  money-losing  accounts 
aggressively  to  build  volume  and  also  with 
internal  efficiencies  from  IT,”  says  Alan 
Sager,  a  professor  of  health  services  at  the 
Boston  University  School  of  Public  Health. 
Sager  also  notes  that  firing  a  lot  of  people 
helped. 


A&P’S  BIG  I.T.  CHANGES  CANT  GO 
THROUGH  THE  EXPRESS  LANE 


THE  PROBLEM:  Outdated  systems. 

A&P,  one  of  the  oldest  and  most  venerable 
names  in  the  grocery  industry,  has  struggled 
for  the  past  decade  to  remain  competitive 
with  such  grocery  giants  as  Kroger,  Safeway 
and  Albertson’s,  posting  stagnant  sales  and 
neglecting  its  network  of  cobbled-together 
legacy  information  systems.  The  143-year-old 
grocer,  known  officially  as  the  Great  Atlantic 
&  Pacific  Tea  Co.,  also  faces  threats  from 
newer  grocery  entrants  such  as  Wal-Mart, 
discount  club  stores  and  convenience  stores. 
(See  “Food  Fight,”  Oct.  15,  2002.) 

When  Nicholas  L.  Ioli  took  over  as  CIO  in 
1999,  he  found  that  most  of  the  company’s 
applications,  which  hadn’t  been  updated  in 
12  to  15  years,  were  written  in  custom  code, 
Cobol  and  CICS  (customer  information  con¬ 
trol  system).  What’s  more,  85  percent  of  them 
were  accessed  through  terminals  hooked  to 
two  IBM  mainframes,  one  in  New  Jersey,  the 
other  in  Maryland. 

THE  SOLUTION:  A  massive  systems  over¬ 
haul,  including  training  employees. 

Perhaps  no  other  grocery  chain  has 
staked  its  future  on  IT  as  completely  as 
A&P.  The  Montvale,  N.J.,  grocery  retailer 
came  forward  two  years  ago  with  a  bold 
plan  to  invest  $250  million  in  new  systems 
and  business  practices.  Instead  of  working  in 
the  secrecy  that  grocery  chains  are  known 
for,  A&P  Chairman  and  CEO  Christian 


The  graoddaddy  of 
grocery  chains  is  betting 
$250  million  that  the  right 
technology -and  the 
right  people  to  run  it— will 
revive  its  wilting  profits 


Haub  came  out  publicly 
with  the  plan,  dubbed 
Great  Renewal  II,  which 
he  described  as  make  or 
break  for  the  company. 

At  the  core  of  the  IT 
overhaul  is  a  shared  risk 
partnership  with  IBM  and 
the  Minneapolis  software 
company  Retek  to  build  an  ERP-like  sys¬ 
tem — the  first  of  its  kind  for  the  grocery 
industry.  Retek  was  to  build  core  retail 
applications  for  purchasing,  merchandising 
and  inventory  management  and  would  also 
include  a  data  warehouse  and  demand  fore¬ 
casting  application  that  would  eventually  be 
integrated  with  a  warehouse  management 
system  and  store  systems.  Oracle  was  to  be 
used  for  financials  and  human  resources. 

THE  SITUATION  NOW:  More  than  a  year 
after  CIO  profiled  A&P’s  Great  Renewal  II 
program  in  its  Feb.  15, 2001,  cover  story,  “Can 
IT  Save  A&P?”  the  project  has  hit  some  bumps. 

Ioli,  the  company’s  CIO,  was  replaced  in 
February  by  John  E.  Metzger,  previously  an 
A&P  senior  vice  president.  (Ioli  declined  to 
comment  on  anything  related  to  A&P,  includ¬ 
ing  the  reasons  for  his  departure.)  Metzger 
says  the  company  is  well  past  the  midpoint  of 
the  project,  including  the  implementation  of 
a  merchandising  system  designed  by  Retek. 
The  company  is  just  starting  to  implement 


Can  I.T. 
Save  A&P? 
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Retek’s  data  warehouse  that  will  give  A&P 
information  on  profitability  of  promotions, 
SKUs  and  vendors. 

“This  is  an  extraordinarily  high-priority 
project,”  Metzger  says,  noting  that  the  bulk  of 
the  implementations  will  be  complete  in  less 
than  a  year.  Metzger  also  acknowledges  that 
Wall  Street  has  yet  to  sanction  the  project. 
“They’re  all  watching  closely,”  he  says.  A&P’s 
share  price  remained  on  the  low  side  in  August, 
sinking  to  a  52-week  low  of  $10.70  after  the 
company  reported  weaker  sales  figures  for  the 
first  half  of  2002.  (The  company’s  stock  slid 
still  further  in  September.) 

LEADERSHIP:  CIO  Ioli  was  replaced  in 
January  2002  by  Metzger. 

CHALLENGES  AHEAD:  Making  good  on 
promises.  Two  years  ago,  CEO  Haub  pre- 
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No.  1 

BearingPoint  On 
Business  Empowered. 


In  todays  business  world, 
you  deserve  more  than  just 
consulting.  You  need  your 
business  to  be  empowered  with  the 
right  information.  You  also  need  a 
business  partner  that  will  help  you 
to  align  your  business  and  systems  to 
your  desired  goals.  At  BearingPoint — 


formerly  KPMG  Consulting — 
it’s  our  culture  to  deliver  the  right 
solutions  for  our  clients’  businesses. 
It’s  the  same  way  we  have  operated 
for  over  100  years.  By  providing 


our  clients  access  to  the 
right  knowledge  and  infor¬ 
mation  that  empowers  their 
employees  to  effectively  run  their 
business  systems.  Because  the  right 
information  brings  knowledge.  And 
knowledge  is  power.  Sharing  it  is 
empowerment. 


BearingPoint 

Formerly  KPMG  Consulting 

Business  and  Systems  Aligned.  Business  Empowered.” 
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Turnaround  Strategies 

dieted  that  A&P  would  save  about  $325 
million  during  four  years  by  lowering  costs 
and  improving  product  availability.  He  also 
said  pretax  operating  profits  would  rise  by 
$100  million  per  year  once  the  overhaul  is 
complete  in  2004. 

A&P  also  faces  the  huge  challenge  of 
training  its  employees  to  use  the  new  sys¬ 
tems.  “The  largest  issue  now,”  says  Metzger, 
“is  getting  employees  to  adjust  to  the  new 
technology  and  business  processes.  It’s  not  a 


matter  of  loading  new  technology  into  a 
box.  Training  is  a  huge  part  of  our  effort.” 

WHAT  THE  EXPERTS  SAY:  “The  expecta 
tions  they  built  for  Wall  Street  have  not  been 
matched,”  says  Tom  Murphy,  president  of  Peak 
Tech  consulting  in  Colorado  Springs,  Colo., 
and  former  vice  president  of  information  sys¬ 
tems  at  Kroger.  “They  are  making  progress 
but  they’ve  clearly  found  that  the  technologies 
are  harder  to  implement  than  they  thought. 


BARNESANDNOBLE.COM  SETTLES 
FOR  LOWER  SHELF 


THE  PROBLEM:  Fell  behind  upstart  com¬ 
petitor. 

Barnes  &  Noble  was  slow  to  react  to 
Amazon.com ’s  launch  in  July  1995.  When  it 
did  launch  an  e-commerce  site  in  1997,  its 
online  spinoff,  Bamesandnoble.com,  was  bar- 
raged  with  criticism  for  being  slow  and  hard 
to  use.  What’s  more,  there  was  little  connec¬ 
tion  between  the  site  and  the  well-known 
stores.  It  reached  millions  fewer  online  shop¬ 
pers  compared  with  Amazon.com,  and  like 
other  e-tailers  it  struggled  with  order  fulfill¬ 
ment.  By  the  end  of  1999,  Barnesandnoble- 
.com  had  4  million  customers,  compared 
with  Amazon.com’s  16.9  million.  All  told, 
Barnes  &  Noble’s  predicament  gave  rise  to  a 
new  term  for  what  happens  when  an  online 
competitor  knocks  an  established  business  on 
its  heels:  getting  Amazoned. 

THE  SOLUTION:  Play  catch  up. 

Starting  in  2000,  Barnesandnoble.com 
began  to  refocus  its  venture  to  take  advantage 
of  its  more  than  600  stores  across  the  country 
by  allowing  customers  to  return  online  pur¬ 
chases  in  the  stores.  The  parent  company, 
Barnes  &  Noble,  also  started  to  open  cus¬ 
tomer  service  counters  in  stores,  where  shop¬ 
pers  could  check  inventory  or  order  books 
online.  In  addition,  CIO  Gary  King  oversaw 
the  relaunch  of  the  website,  overhauling  the 
e-commerce  site  on  both  the  front  and  back 
ends.  The  new  front-end  look  included  more 


reviews  and  fewer  clicks  between  a  customer’s 
order  and  a  purchase.  The  company  also 
spent  $75  million  on  a  distribution  system 
that  would  include  two  new  centers  in  Mem¬ 
phis,  Term.,  and  Reno,  Nev.  And  the  online 
bookseller  issued  a  universal  gift  card  that  can 
be  used  for  purchases  online  or  in  the  stores. 

THE  SITUATION  NOW:  Barnesandnoble 
.com  has  customer  service  centers  in  all  of  its 
stores,  allowing  customers  to  check  inven¬ 
tory  on  the  Web  while  shopping  in  the 
brick-and-mortar  stores.  But  integration 
efforts  have  stopped  short  of  the  click-and- 
brick  approach  that  allows  customers  to 
place  an  order  on  the  Web  and  pick  it  up  at 
a  store.  “That  doesn’t  seem  to  be  high  on 
the  list  of  customers’  desires,”  says  Marie 
Toulantis,  who  took  over  as  CEO  of  the 
online  bookseller  in  February. 

Toulantis  stresses  that  Bamesandnoble.com 
continues  to  gain  market  share  in  sales  of  new 
books,  music  and  videos.  However,  the  com¬ 
pany  is  still  posting  a  loss,  compared  with 
Amazon.com,  which  reported  an  operating 
profit  of  $59  million  in  the  fourth  quarter  of 
2001.  Toulantis  predicts  that  the  e-commerce 
company  will  be  profitable  toward  the  end  of 
2003.  Barnesandnoble.com ’s  gross  margins, 
which  measure  the  net  sales  minus  the  cost  of 
doing  business,  were  23.5  percent  for  the  sec¬ 
ond  quarter  of  2002,  compared  with  an  over¬ 
all  27  percent  for  Amazon.com. 
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Everyone  thought  e-commerce  was  going  to  be  easy. 

Ewryona  vw?  wrong  Eco/nmo/cp  «  hard  But  not.  n  our  special  report  will  demon¬ 
strate.  impossible  Take  Barnesandnoble  com.  Alter  stuinblmg  out  ol  live  gate  il  has 
learned  to  use  Its  greatest  asset -its  chain  ol  stores— to  claw  back  Into  the  online 
game  against  Amaron.com.  And  in  Uie  second  pari  ol  our  report,  we  look  at  how 
companies  are  turning  protHs  by  figuring  out  -What  Works  on  the  Web-  IPage  90). 


Barnesi  i  ndnoblex  om 

fights  back 

BY  SUSANNAH  PATTON 


A  TALE  OF  TWO  BOOKSELLERS 


King  moved  over  to  become 
CIO  at  Barnes  &  Noble. 
Replacing  King  is  David 
Willen,  the  former  CIO  for 
financial  news  service 
Thestreet.com. 

CHALLENGES  AHEAD: 


September  2001:  Barnesandnoble.com 
expected  to  match  first -to- Internet 
Amazon.com.  Now:  Executives  see  inte¬ 
gration  with  stores  as  more  important. 


Barnesandnoble.com’s  shares  have  also 
taken  a  beating.  In  August,  the  online  book¬ 
seller  received  word  that  its  stock,  which  hov¬ 
ered  under  $1  a  share  for  most  of  the  summer, 
faced  delisting  from  the  Nasdaq  Stock  Market. 

Toulantis  is  sanguine  about  the  online 
bookseller’s  future,  however.  “We  will  defi¬ 
nitely  survive,”  she  says,  noting  that  share¬ 
holders  Bertelsmann,  the  German  publishing 
giant,  and  Barnes  &  Noble  (both  of  which 
own  36  percent  of  the  company)  are  “inter¬ 
ested  in  our  survival.” 


Price  remains  a  major  chal- 
TSrrHT  lenge.  On  a  spot  check  of 

.  . . 1 "  . . A.  several  titles,  Bamesandno- 

ble.com’s  prices  are  higher 
than  those  at  Buy.com  and  Amazon.com,  and 
fierce  competition  is  unlikely  to  let  up.  (Ana¬ 
lysts  note  Amazon’s  bulk  gives  it  the  ability  to 
lower  prices.)  Staying  competitive  also  means 
continually  upgrading  the  site  and  adding  new 
features.  In  addition,  the  online  retailer  needs 
to  continue  its  efforts  to  integrate  with  stores  to 
drive  traffic  both  online  and  offline. 

“The  big  mistake  we  all  made  was  believ¬ 
ing  the  projections  that  this  would  be  a 
$2  billion  business  in  five  years,”  says 
Toulantis.  “Instead,  we  are  a  $400  million 
company.  The  challenge  has  been  to  grow 
the  business  as  if  it’s  a  normal  company.  It’s 
not  astronomical  growth,  but  it’s  another 
channel,  and  it  will  be  here  to  stay.” 


LEADERSHIP:  Stephen  Riggio,  former  vice 
chairman  and  acting  CEO  of  Barnesandno- 
ble.com,  was  appointed  CEO  of  the  brick-and- 
mortar  counterpart  Barnes  &  Noble  in 
February.  Toulantis,  who  had  been  president 
and  COO  of  Bamesandnoble.com  since  May 
2001,  took  over  as  CEO.  One  year  later,  CIO 


WHAT  THE  EXPERTS  SAY:  “I  don’t  think 
Barnesandnoble.com  will  ever  out-Amazon 
Amazon  because  they  can’t  outprice  them,” 
says  Michael  S.  Katz,  senior  vice  president  in 
the  information  technology  group  at  Booz, 
Allen  &  Hamilton  in  New  York  City.  “Their 
key  to  success  is  if  they  can  truly  leverage  their 
stores.  That  has  yet  to  be  proven.” 


WASTE  MANAGEMENT  CUANS  UP 
ITS  ACT 


THE  PROBLEM:  You  name  it. 

Waste  Management,  cofounded  in  1968  by 
billionaire  investor  Wayne  Huizenga,  expanded 
its  trash  disposal  business  by  buying  up  local 
operations  around  the  world.  But  the  company 
was  hit  by  accounting  scandals  in  1998,  and  it 
eventually  lost  more  than  $20  billion  in  share¬ 


holder  value  between  May  and  December  of 
1999.  All  told,  the  largest  trash  hauler  in  the 
United  States  suffered  net  losses  of  more  than 
$2  billion  from  1997  to  1999. 

When  the  turnaround  team  of  CEO 
Maury  Myers  and  CIO  Tom  Smith  took  over 
in  1999,  Waste  Management  was  completely 
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September  2001:  Turnaround  team  CEO 
Maury  Myers  (left)  and  CIO  Tom  Smith 
bring  their  IT-based  strategy  to  Waste 
Management.  Now:  Efforts  paying  off, 
but  slow  economy  is  a  drag  on  earnings. 


decentralized  and  “didn’t  have  much  [for] 
legacy  systems,”  says  Smith,  noting  the  com¬ 
pany’s  AS/400s  had  “no  functionality.” 

THE  SOLUTION:  A  complete  shakeup. 

Myers  and  Smith,  who  had  worked 
together  before  at  America  West  Airlines  and 
trucking  company  Yellow  Corp.,  launched 
their  trademark  turnaround  strategy,  which 
involved  traveling  to  offices  coast  to  coast, 
stabilizing  the  systems  that  existed  at  the  com¬ 
pany,  installing  a  financial  system  enter¬ 
prisewide  and  creating  an  IT  program  to  track 
profitability.  They  also  planned  to  pay  down 
debt  and  consolidate  the  company’s  far-flung 
units.  After  those  initial  moves,  Smith  began 
replacing  every  system  in  the  company,  start¬ 
ing  with  the  legacy  billing  system,  a  vehicle 
routing  system  and  a  new  fleet  maintenance 
system,  all  integrated  with  each  other. 

THE  SITUATION  NOW:  Waste  Manage 
ment’s  recovery  is  on  track  although  the  lag¬ 
ging  economy  has  put  a  drag  on  earnings.  The 
company  had  revenue  of  $1 1.3  billion  in  2001 

cio.com  See  our  original  TURN¬ 
AROUND  PROFILES  of  A&P  supermarkets, 
Barnesandnoble.com,  Harvard  Pilgrim 
Health  Care  and  Waste  Management  at 
www.cio.com/printlinks. 


and  reported  second- 
quarter  net  income  for 
2002  of  $217  million,  up 
from  $191  million  last  year 
But  the  company  said  it 
was  less  optimistic  about 
the  rest  of  2002  because  the 
economy  is  not  recovering 
as  quickly  as  it  expected. 

Smith  reports  that  the 
company  will  spend  about 
$70  million  this  year  on 
new  systems.  Implementa¬ 
tions  of  PeopleSoft  financials,  human  resources 
and  payroll  were  complete  by  the  end  of  2001, 
and  a  new  data  warehouse  allows  company 
officials  to  perform  monthly  reviews  with  all 
field  operations.  “Two  years  ago  everyone  was 
complaining  about  the  quality  of  the  data,” 
Smith  says.  “During  the  last  six  months  there 
have  been  no  complaints,  and  we  can  now  get 
down  to  business  issues.”  Smith  adds  that 
Waste  Management  has  saved  $75  million  on 
new  procurement  systems  that  allow  it  to  buy 
all  of  its  supplies  online. 

LEADERSHIP:  CEO  Myers  and  CIO  Smith 
have  been  at  the  helm  since  the  start  of  the 
turnaround  in  1999. 

CHALLENGES  AHEAD:  Smith  says  the  bulk 
of  the  new  systems  will  be  rolled  out  over  the 
next  18  to  24  months  and  that  “the  risk  is  that 
we  will  overwhelm  the  field  with  too  much 
change  too  fast.”  Many  of  the  new  systems  are 
in  pilot  stages,  so  the  coming  months  will  reveal 
whether  they  can  save  the  company  money. 

WHAT  THE  EXPERTS  SAY:  “The  whole 
industry  is  under  margin  pressure,  but  Waste 
Management  is  fairly  stable,”  says  Kevin 
Monroe,  an  analyst  at  Thomas  Weisel  Part¬ 
ners  in  New  York  City.  “The  turnaround  is 
going  according  to  plan.  I’m  not  sure  how 
much  of  this  is  due  to  the  technology,  but 
the  [IT]  investments  are  generally  seen  as  a 
positive.”  HE! 


Susannah  Patton  is  a  former  senior  writer  for  CIO. 
Send  feedback  to  letters@cio.com. 


WHERE  THE 
ACTION  IS 

The  IT  contribution  to 
four  turnarounds 

HARVARD  PILGRIM  HEALTH  CARE 

►  Outsourced  claims  processing,  data 
center,  network  infrastructure  and 
programming  in  a  $700  million,  10- 
year  contract  with  Perot  Systems. 

►  Installed  Oracle  Financials,  HR  and 
payroll. 

►  Implementing  a  new  data  warehouse 
for  Web  access  to  key  claims  data. 

A&P 

►  Invested  $250  million  in  a  massive 
systems  and  supply  chain  overhaul 
that  will  replace  most  applications. 

►  Brokered  a  deal  with  Retek  and  IBM 
that  gives  both  vendors  a  stake  in 
the  project’s  success  and  gives  A&P 
a  potential  revenue  source. 

►  Training  workers  to  use  systems. 

►  Outsourced  data  center  and  desktop 
support. 

BARNESANDNOBLE.COM 

►  Relaunched  website,  adding  new 
functionality  so  there’s  fewer  clicks 
between  an  order  and  a  purchase. 

►  Invested  $75  million  in  new  distribu¬ 
tion  system. 

►  With  Barnes  &  Noble,  opened  cus¬ 
tomer  service  centers  at  stores 
nationally  so  that  shoppers  could 
check  inventory  and  order  books 
online. 

WASTE  MANAGEMENT 

►  Centralized  financial  systems  and 
converted  them  to  PeopleSoft. 

►  Work  continues  to  replace  all  major 
legacy  systems,  including  billing 
system,  vehicle  routing  system  and 
fleet  maintenance  system. 

►  Systems  integration  work  continues. 

-S.P. 
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AMD 


I  need  to  work 

from  anywhere.  Not  just 

Wt-. 

the  nearest  outlet. 


Mobile  solutions  from  AMD  help  to  extend  your  notebook’s  battery  life 
without  sacrificing  performance.  Just  because  you’re  out  of  the  office  doesn’t 
mean  you’ve  got  less  to  do.  That’s  why  the  mobile  AMD  Athlon™  XP  processor  includes 
exclusive  Power  Now!™  technology.  And  why  our  AMD  Alchemy™  Am  1772™  wireless  chipset 
is  specially  engineered  to  use  less  CPU  power.  The  result  is  a  more  efficient  laptop  with 
desktop-like  performance.  It’s  just  one  more  way  AMD  designs  and  builds  mobile  solu¬ 
tions  with  you  in  mind.  We  always  have.  We  always  will.  To  learn  more  visit  www.amd.com 


WHY  THE  MOST  TRUSTED  NAME  IN 
LABOR  MANAGEMENT  IS  NOW  THE  MOST 
TRUSTED  NAME  IN  HR  AND  PAYROLL. 


Over  the  last  25  years,  more  than  40,000  companies  have  trusted  Kronos  to  help  them  manage  and  leverage  their  most  valuable 
asset:  labor  resources.  Now  you’ll  be  able  to  benefit  from  an  integrated  HR,  Payroll  and  Labor  Management  solution,  all  from 


a  single-source  provider.  From  installation  and  in-depth  training  to  maintenance  and  support,  our  award-winning  customer 
service  has  always  been  instrumental  to  earning  our  customers’  trust.  To  learn  more,  visit  kronos.com/hrms  or  call  800-225-1561. 
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Outsourcing 


A  BUYER'S  GUIDE 
TO  OFFSHORE 
OUTSOURCING 

Wondering  where  to  send  your  call  centers,  application  development  and 
QA  testing?  CIO’s  exclusive  look  at  the  world  of  outsourcing  answers  all. 

BY  STEPHANIE  OVERBY 


How  We  Reached 
Our  Ratings 

Leader,  Up-and-comer 
and  Rookie  status  labels 
are  based  on  the  maturity 
of  the  industry,  the  size  of 
the  market,  the  availabil¬ 
ity  and  cost  of  skilled 
labor,  and  the  infrastruc¬ 
ture  (both  government 
support  and  actual 
technology  infrastructure) 
to  support  a  significant  IT 
services  market. 

Geopolitical  risk 
ratings  are  based  on 
reports  by  PRS  Group, 
an  East  Syracuse,  N.Y.- 
based  business  informa¬ 
tion  provider. 

Most  infrastructure 
ratings  are  based  on 
Global  Technology  Index 
reports  from  Stamford, 
Conn. -based  Meta  Group. 

Additional  information 
provided  by  Giga 
Information  Group,  Marty 
McCaffrey  (Software 
Outsourcing  Research), 
Brooke  Nicole  Consul¬ 
tancy,  Gartner,  Forrester 
Research,  Renodis, 
Outsourcing-Russia.com, 
Mexican  Association  of 
Information  Technology 
Enterprises,  Philippine  IT 
Offshore  Network  and 
Research  Vietnam. 


Nearly  half  of  all  CIOs  use  offshore  providers  today,  and  two-thirds  plan  to  send  work  over¬ 
seas  next  year,  according  to  Cambridge,  Mass.-based  Forrester  Research.  India  is  still  the 
leader,  but  as  more  American  companies  seek  to  source  globally,  more  countries  are 
emerging  to  benefit  from  that  demand — from  our  familiar  Canadian  neighbor  to  coun¬ 
tries  as  foreign  to  us  as  Malaysia — each  with  its  own  particular  strengths  and  weaknesses. 

There’s  much  to  gain  from  cross-border  collaboration.  But  given  that  a  quarter  of  offshore 
projects  fail  to  meet  expectations,  there’s  just  as  much  to  lose.  The  keys  are  picking  the  right 
place,  partner  and  project  for  your  needs.  To  help  you  out,  we’ve  culled  the  most  critical  informa¬ 
tion  you  need  on  the  26  countries  that  are  the  strongest  contenders  for  your  outsourcing  buck. 

And  the  information  doesn’t  stop  here.  For  the  full  picture  of  each  country — statistics  on  work¬ 
force  size,  government  support  and  laws,  cultural  compatibility  as  well  as  links  to  major 
providers  and  national  IT  organizations,  go  online  to  www.cio.com/offshoremap. 
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China  Up-and-comer 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 

Infrastructure:  Fair. 

Pros:  Like  India,  Pakistan  is  attempting  to 
focus  on  software  quality  and  processes. 
Cons:  Pakistan  has  the  highest  geopoliti¬ 
cal  risk  of  any  country  we  examined.  The 
country  has  a  PR  problem,  to  say  the 
least,  which  has  halted  what  was  great 
potential  for  growth.  Traveling  here  is 
obviously  a  bad  idea. 

Insider  tip:  Pakistani  people  demonstrate 
better  English  skills  than  in  India. 


KYRGYKT 


TAJIKISTAN 

/~v)  ' 


Infrastructure:  Fair.  Best  in  software  centers. 

Pros:  Think  India  10  years  ago— low-cost  workers 
and  lots  of  them.  China  is  currently  experiencing  the 
opposite  of  brain  drain:  The  number  of  IT  profes¬ 
sionals  returning  to  the  country  is  increasing. 

Cons:  Multinationals  are  eating  up  the  labor 
supply.  Not  the  best  option  for  enterprise 
customers  seeking  to  outsource  development  or 
maintenance-poor  English  skills,  lack  of  exposure 
to  Western  business  culture,  shaky  U.S.  relations 
and  immaturity  of  processes  all  pose  risks. 

Insider  tip:  China  could  be  a  better  place  to 
outsource  in  five  years. 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 

Infrastructure:  Poor.  However,  the  government  is 
attempting  to  strengthen  telecom  infrastructure 
and  build  fiber-optic  networks  in  city  centers  of 
software  activity,  as  well  as  providing  uninterrupted 
power  supply. 

Pros:  With  the  early-mover  advantage,  India  remains 
the  offshore  country  of  choice:  a  large,  low-cost, 
English-speaking  talent  pool  and  the  most  mature 
market  in  the  world. 

Cons:  Poor  infrastructure,  and  in  general,  political 
instability,  distance  and  increased  competition 
from  other  developing  nations  threaten  India's 
position  as  outsourcing  king  of  the  world.  Supply 
may  not  continue  to  meet  demand. 

Insider  tip:  Look  past  the  five  biggest  companies 
(Tata  Consultancy  Services,  Infosys  Technologies, 
Wipro  Technologies,  Satyam  Computer  Services 
and  HCLTechnologies)  to  midsize  providers  (SSI 
Technologies,  Visualsoft  Technologies,  Ramco 
Systems)  for  personalized  service  and  better  prices. 


Asia/Far  East 


MAP  KEY 

Geopolitical  risk 


Rookie 

Up-and-comer 

Leader 


English 

proficiency 


Poor 

$ 

Fair 

Good 

trsya  Low 

fSSl  Moderate 

Average  programmer 
salary  per  year  (in  US$) 

Less  than  $4K 
$4K-$12K 
More  than  $12K 


Infrastructure:  Fair.  Solid  infrastructure.  The 
government  monopoly  continues  to  tack  on  costly 
IT  and  telecom  tariffs,  but  the  sector  is  going 
through  liberalization. 

Pros:  A  decent  supply  of  customer-service-oriented, 
low-cost  tech  talent  along  with  government  support 
make  Thailand  attractive. 

Cons:  Labor  demand  could  outstrip  supply;  the 
Thai  educational  system  is  still  geared  toward  the 
traditional,  agrarian  economy,  and  the  grass  is 
greener  for  programmers  overseas. 

Insider  tip:  Thai  programmers  are  more  relaxed 
than  their  U.S.  counterparts  and  may  not  respond 
well  to  pressure  tactics.  But  they  are  excellent  at 
meeting  exacting  specs  if  you  are  precise  and 
direct.  Thailand  also  attracts  a  lot  of  foreign  IT 
talent  who  get  a  big  bangfor  their  buck  in  Bangkok 


Singapore  Rookie 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 

Infrastructure:  Good. 

Pros:  Top-notch  IT  and  telecom  infra¬ 
structure  (the  most  wired  country  in  the 
world),  visionary  government  with 
designs  on  becoming  a  global  IT  hub 
and  a  highly  Westernized  culture. 

Cons:  Skilled  IT  workers  are  scarce 
here  and  demand  top  Singapore  dollar. 
Insider  tip:  Even  Singaporean 
companies  are  increasingly  outsourc¬ 
ing  work  to  India  and  China. 


_ . 
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MONGOLIA 


CHIN 


Vietnam  Up-and-comer 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Geopolitical  risk 
EH  English  proficiency 

Avg.  programmer  salary 

Infrastructure:  Good.  Highly 
competitive  teiecom  industry,  and 
government  plans  to  cover  the 
territory  with  fiber-optic  networks. 
Pros:  Large  percentage  of  population 
is  potential  IT  talent. 

Cons:  More  expensive  than  most 
developing  countries. 

Insider  tip:  Costs  could  outweigh 
the  benefits  here. 


Infrastructure:  Poor  infrastructure.  Telecom  charges 
among  the  highest  in  Asia,  but  falling. 

Pros:  It’s  possible  in  some  cases  to  find  hard-working, 
motivated  programmers  at  or  below  the  cost  of  India. 
Cons:  No  low-cost,  high-speed  international  data 
system  yet.  Lack  of  managerial  and  administrative 
skills  can  put  the  project  management  burden  on  you. 
Insider  tip:  Much  of  the  work  being  done  here  is 
small-scale  stuff,  but  if  local  providers  grow,  so  will 
the  number  of  enterprise-level  projects.  Look  for 
companies  with  overseas-trained  project  managers. 
Don't  come  here  for  legacy  apps— not  a  Cobol 
programmer  for  miles. 


PHILIPPINES 
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Philippines  Leader 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Infrastructure:  Good.  The  Special  Economic  Zone  Act  of 
1991  established  IT  parks  to  support  the  IT  export  industry, 
and  the  U.S.  military  left  behind  a  solid  telecom  structure 
here.  However,  bandwidth  can  be  costly. 

Pros:  The  English  skills  of  this  former  U.S.  protectorate  and 
its  close  U.S.  ties  eliminate  language  and  cultural  problems. 
A  large,  skilled  labor  pool  (universities  churn  out  350,000 
technology-related  degrees  each  year)  works  cheap. 

Cons:  Reports  of  political  instability  and  corruption  tarnish 
the  Philippines’  image  even  though  most  terrorist  activity 
is  limited  to  a  very  small  region.  Project  manager  supply 
doesn’t  meet  demand. 

Insider  tip:  it  may  be  the  best  alternative  to  India-but 
make  solid  contingency  plans. 


Malaysia  Up-and-comer 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Infrastructure:  Good.  Robust  investment  in 
Malaysia's  Multimedia  Super  Corridor. 

Pros:  A  pragmatic  and  far-sighted  prime  minister 
is  paving  the  way  for  global  IT  leadership. 

Cons:  Lacks  a  large  pool  of  capable  program¬ 
mers.  Most  of  Malaysia’s  IT  talent  is  imported. 
Insider  tip:  While  the  government  has  been 
incredibly  supportive  of  IT  development  in 
general,  there  has  been  no  focus  on  the 
software/services  export  industry.  Once  that 
support  is  given,  this  market  could  grow. 
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Ireland  Leader 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Infrastructure:  Good.  Mature 
infrastructure  and  low  costs. 

Pros:  U.S.  companies  such  as  Dell,  IBM 
and  Microsoft  all  have  development 
centers  in  Ireland-proof  of  the  Emerald 
Isle’s  highly  skilled  talent  pool. 

Cons:  U.S.  companies  such  as  Dell,  IBM 
and  Microsoft  all  have  development 
centers  in  Ireland-increasing 
competition  for  and  cost  of  labor.  The 
talent  and  maturity  of  services  here  are 
top-notch,  but  t'aint  cheap. 

Insider  tip:  Ireland  will  increasingly 
become  a  buyer— rather  than  a 
supplier-of  offshore  resources. 
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Czech  Republic  Up-and 


■comer 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Infrastructure:  Good.  Solid  investment  in  IT  and  communica¬ 
tions  infrastructure  (8.5  percent  of  GDP). 

Pros:  The  Czech  Republic  turns  out  5,000  technical  graduates 
every  year,  and  the  IT  services  market  experienced  double-digit 
growth  when  the  global  IT  services  market  grew  just  6  percent. 
Cons:  Low  pay  scales  give  talent  little  reason  to  stay. 

Insider  tip:  This  country  is  a  survivor  if  nothing  else,  retooling 
itself  as  a  next  generation  economy  and  potential  IT  power¬ 
house  just  a  few  years  after  freeing  itself  from  communist  rule. 
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Hungary  Up-and-comer 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 
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Romania  Rookie 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Infrastructure:  Good.  Solid  investment  in  IT  and 
communications  infrastructure  (6.4  percent  of  GDP) 
Pros:  Top-notch  educational  system  focused  on 
math  and  science.  Minimal  costs. 

Cons:  It's  questionable  how  many  IT  professionals 
the  country  can  actually  provide. 

Insider  tip:  Hungary,  Poland  and  the  Czech  Republic 
have  the  potential  to  be  the  strongest  Central/East¬ 
ern  European  providers  outside  Russia. 


CZECH  REP. 


SLOVAK), 


i 


HUNGARl 


Infrastructure:  Poor,  but  improving. 

Pros:  Like  its  neighbors,  Romania  has  a  good 
educational  system,  which  focuses  on  math, 
engineering  and  science. 

Cons:  There's  more  of  a  political  risk  factor  here  than 
in  other  Eastern  European  countries. 

Insider  tip:  Romania  is  still  shaking  off  the  remnants  of 
the  Ceausescu  era,  but  this  area  holds  some  promise. 
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Bulgaria  Up-and-comer 


Europe/Africa 


Overall  rating 


MAP  KEY 

Geopolitical  risk 


Rookie 

Up-and-comer 

Leader 
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English 

proficiency 


Average  programmer 
salary  per  year  (in  US$) 


Poor 

Fair 

Good 

Less  than  $4K 
$4K-$12K 
More  than  $12K 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Infrastructure:  Fair. 

Pros:  Bulgaria  was  the  Silicon  Valley  of  the 
former  Soviet  Union  (and  has  the  second 
highest  SAT  scores  in  the  world!).  As  in  most 
Eastern  European  countries,  a  large  network 
of  colleges  produces  more  IT  graduates  than 
needed  in-country. 

Cons:  Quality  and  price  vary  wildly  from 
company  to  company,  and  pseudo-compa¬ 
nies  with  fake  customer  references  may  exist. 
Insider  tip:  The  software  market  here  is  much 
more  diverse  in  price  and  quality  than 
stateside.  Due  diligence  is  key. 


jTUNIS! 


Egypt  Rookie 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


MALI 


I  I  ai  i 


Infrastructure:  Fair.  Reasonably  modern 
telecom  infrastructure.  Telecom  Egypt, 
though  in  the  process  of  deregulation,  has 
little  competition  and  keeps  rates  high. 
Pros:  Egypt  says  it  is  keen  to  become  a  key 
player  in  the  global  IT  industry. 

Cons:  IT  skills  shortage,  security  issues 
and  high  tariffs  stymie  growth. 

Insider  tip:  Egypt  is  one  of  the  most 
protected  markets  in  the  world  with  no 
signs  of  changing  anytime  soon.  Govern¬ 
ment  ''support"  is  all  talk,  no  action. 
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Poland  Up-and-comer 

Geopolitical  risk 
English  proficiency 
Average  programmer  salary 

Infrastructure:  Good. 

Pros:  Good  intellectual  capital,  and 
more  of  it  than  Hungary  and  the  Czech 
Republic.  Minimal  costs. 

Cons:  Like  most  Eastern  European 
countries,  the  nascent  industry  here 
needs  time  to  grow  and  mature. 
Insider  tip:  If  Poland  can  figure  out 
how  to  retain  its  brain  trust,  Poland’s 
capabilities  look  promising. 


Russian  Federation  Up-and 


-comer 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


RUSSIAN 

FEDERATION 


Infrastructure:  Fair.  Poor  telecom  infrastructure  overall,  but 
much  better  in  technology  centers.  High  cost  of  bandwidth. 
Pros:  Rocket  scientists  for  nearly  rock-bottom  prices.  Russia 
hasthethird-highest  number  of  scientists  and  engineers  per 
capita,  according  to  the  World  Bank. 

Cons:  Russia  and  its  rubles  are  still  struggling  to  emerge  from 
communism.  Erratic  government,  unstable  economy,  lack  of 
managerial  talent,  and  poor  consumer  protection  and 
intellectual  property  laws  continue  to  cause  problems.  Some 
talented  IT  workers  flee  to  friendlier  climes. 

Insider  tip:  A  credible  business  environment  could  develop  in 
the  next  five  years.  Meantime,  Russia  can  be  a  good  place  to 
solve  complex  technical  problems  or  provide  risk  mitigation, 
particularly  atthe  larger,  more  developed  companies. 


Ukraine  Up-and-comer 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 


Israel  Leader 


infrastructure:  Poor.  Local  telephone  service  in  need  of 
upgrades,  monopolies  charge  steep  rates,  and  privatization 
has  been  postponed. 

Pros:  Plenty  of  high-quality,  high-level  engineers  for  minimal 
investment.  Thirty-nine  technology-oriented  schools  churn 
out  3,000  IT-related  degrees  each  year. 

Cons:  Like  Russia,  there  are  concerns  about  the  economy, 
government,  tax  system,  corruption,  intellectual  property  laws 
and  cultural  barriers.  Skilled  project  managers  are  scarce. 
Insider  tip:  If  the  national  anthem,  which  declares  “Ukraine 
has  not  yet  died,"  is  any  indication,  Ukrainians  are  an 
undaunted,  if  not  entirely  upbeat,  people. 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 

Infrastructure:  Good. 

Pros:  A  lack  of  natural  resources 
propelled  Israel  into  the  knowledge- 
based  economy  early.  Today,  it  is  a  major 
software  centerforthe  world  and  is 
growing  at  25  percent  a  year. 

Cons:  Ongoing  regional  turmoil  and 
violence  continue  to  taint  Israel’s  image. 
Insider  tip:  Israel  is  home  to  mostly 
boutique  IT  consulting  and  services 
companies  focusing  on  customized 
applications  or  shrink-wrapped  software 
production,  in  contrastto  India’s  large, 
project-oriented  enterprises. 
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n  South  Africa  Up-and-comer 

Geopolitical  risk 
WFFX  English  proficiency 
tiU  Average  programmer  salary 

Infrastructure:  Fair.  Reasonably  modern 
telecom  infrastructure  is  the  best  in  Africa, 
and  investment  in  telecom  is  high  (7.17 
percent  of  its  GDP). 

Pros:  Native  English  is  a  huge  plus.  A  30- 
mile  stretch  between  Johannesburg  and 
Pretoria  is  evolving  into  the  country’s  first 
technology  hub. 

Cons:  Low  level  of  outsourcing  penetration. 
Few  local  companies  have  evolved  into 
booming  technology  enterprises.  IT  talent 
emigrates  elsewhere. 

Insider  tip:  While  political  violence  is 
mostly  a  thing  of  the  past,  internal 
problems  persist,  preventing  real  growth. 
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BAHAMAS 


MEXICO 
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Geopolitical  risk 
English  proficiency 
|  Avg.  programmer  salary 


Infrastructure:  Good. 

Pros:  Low  risk,  high  quality,  similar  time  zones, 
compatible  cultures... 

Cons:  ...all  of  which  come  at  a  price  (higher  costs 
than  other  offshore  options).  But  due  to  lower 
real  estate  prices,  lower  salaries  and  a  favorable 
exchange  rate,  it's  still  cheaper  than  the  U.S. 
Insider  tip:  You  won’t  save  a  lot  of  money,  but  you 
will  reduce  the  number  of  potential  headaches. 


Mexico  Up-and-comer 
Geopolitical  risk 
English  proficiency 
Avg.  programmer  salary 

Infrastructure:  Good.  Strongest  in 
the  country’s  three  technology  parks. 
Pros:  Costs  are  typically  25  percent 
to  45  percent  less  than  in  the  U.S., 
and  distance  isn’t  an  issue.  And  there 
is  the  tequila.... 

Cons:  Mexican  programmers  are  not 
exactly  members  of  the  intellectual 
elite  when  it  comes  to  engineering 
skills.  The  language  barrier  can  also 
be  a  problem  (though  some 
companies  send  their  programmers 
to  English  boot  camps). 

Insider  tip:  Right  now,  Mexico  may  be 
suitable  for  low-level,  high-volume 
projects.  Make  sure  you  evaluate 
language  skills  at  your  vendor. 


Venezuela  Rookie 
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Overall  rating 


MAP  KEY 

Geopolitical  risk 


Rookie 

Up-and-comer 

Leader 


Low 

Moderate 

High 


English 

proficiency 


Poor 


Good 


Average  programmer 
salary  per  year  (in  US$) 


Less  than  $4K 
$4K-$12K 
More  than  $12K 


Brazil  Up  -and-comer 

Geopolitical  risk 
51K1  English  proficiency 

Average  programmer  salary 

Infrastructure:  Good. 

Pros:  Local  companies  are  beginning 
to  develop  their  own  IT  services 
delivery  capability. 

Cons:  Until  recently,  IT  activity  in 
Brazil  was  limited  to  that  being  done 
by  large,  multinational  companies. 
Insidertip:  It's  the  outsourcing 
leader  in  Latin  America. 


Wm  Chile  Rookie 

Geopolitical  risk 
English  prof iciency 
Ml  Avg.  programmer  salary 

Infrastructure:  Good.  State-of- 
the-art  infrastructure,  including 
network  digitalization,  fiber  optics 
and  satellite  equipment. 

Pros:  High  level  of  education,  low 
costs,  high-tech  infrastructure. 
Chile  is  the  most  European 
community  in  South  America. 
Cons:  Chile  may  lackthe 
entrepreneurial  zeal  it  needs  to 
become  a  real  offshore  player. 
Insider  tip:  A  little  more  expensive 
than  Brazil  but  relatively 
competitive  in  other  ways. 


Qjl  Geopolitical  risk 
EM  English  proficiency 
OSH  Average  programmer  salary 

Infrastructure:  Fair.  Modern  and 
expanding  telecom  and  IT  infrastructure. 
Pros:  The  government  says  it  wants  to  get 
involved  in  a  different  kind  of  offshore 
development-supportinggrowth  in  the 
IT  sector  in  order  to  reduce  the  country's 
dependence  on  the  oil  industry... 

Cons:  ...but  hasn't  done  much  yet.  The 
government  is  in  a  state  of  flux.  The  term 
offshore  here  still  conjures  up  images  of 
oil  rigs  and  black  gold. 

Insider  tip:  Check  back  in  a  few  years  to 
see  if  any  progress  has  been  made. 


ST  LUCIA  0 
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Argentina  Rookie 


Geopolitical  risk 
English  proficiency 
Average  programmer  salary 

Infrastructure:  Fair.  But  telephone  system 
frequently  grounds  out  during  storms,  even 
in  Buenos  Aires. 

Pros:  Argentina  has  one  of  the  most 
educated  populations  in  South  America, 
and  the  devalued  peso  makes  Argen¬ 
tineans  very  affordable  employees. 

Cons:  Minimal  exposure  to  the  U.S.  market, 
highest  salaries  in  South  America,  limited 
access  to  growth  capital,  lack  of  intellectual 
property  protection,  political  instability. 
Insidertip:  Argentina  has  had  plenty  to  cry 
about— from  political  corruption  to 
economic  collapse.  But  there  is  still 
outsourcing  potential  here. 


CIO.COm  Want  more?  Our  ONLINE  OFFSHORE  MAP  features  more  information  on  these  26  countries,  including  areas  of 
expertise,  as  well  as  links  to  major  providers  and  national  IT  organizations.  Point  your  browserto  www.cio.com/offshoremap. 
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Networks  that  empower  people  to  perform. 


NEC  can  help  take  your  business  to  new  levels  of  quality,  satisfaction  and  productivity.  With  innovative  technology  from 
NEC,  you  can  migrate  your  current  network  to  converge  voice  and  data.  Advanced  IP  telephony  from  NEC  means 
information  can  be  shared.  Access  and  security  controlled.  Service  enhanced.  And  costs  reduced.  All  while  protecting 
your  investment  in  your  current  infrastructure.  It’s  just  one  more  way  NEC  innovation  can  empower  competitive 
advantages  for  your  enterprise.  From  networking,  systems  integration  and  custom  semiconductor  solutions,  we 
empower  people  through  innovative  technology.  Call  1.800.338.9549  or  visit  www.necus.com. 


Empowered  by  Innovation 


JANUARY  26-28,  2003,  MARRIOTT  DESERT  SPRINGS, 
PALM  DESERT,  CALIFORNIA 


Creating  IT  Value 

In  today’s  tough  economy,  everyone 
from  the  CIO  to  the  chairman  of 
the  board  demands  full  value  from 
their  investments  in  IT.  But  how  do 
you  agree  on  a  definition  of  value? 
How  do  you  communicate  it  through¬ 
out  the  organization?  And  how  do  you 
make  sure  you  deliver  on  it?  We  bring 
CIOs  and  senior  IT  and  business 
executives  togetherto  get  real-world 
answers. 


You’ll  have  the  opportunity  to: 

■  Meet— and  learn  from— this  year’s  award 
winners 

■  Roll  up  your  sleeves  with  an  all-new 
business/IT  case  study 

■  Explore  new  ideas  from  thought-provoking 
speakers 

■  Network  with  your  peers  at  the  CIO  Golf 
Tournament  and  Super  Bowl  XXXVII  Party 

For  up-to-the-minute 
agenda  updates  and  to 
register  for  this  event,  visit 
www.cio.com/conferences 
or  call  800  355-0246. 


Retreat  Sessions  include: 

The  Value  Proposition: 

Gregor  Bailar,  CIO  Enterprise  Value  Awards  Judge, 
and  Executive  Vice  President  and  CIO,  Capital  One 

How  do  we  determine  “value”?  Direct, 
measurable  financial  ROI  is  only  one 
way — and  may  not  be  the  most  important 
measure  of  a  new  business  initiative’s  suc¬ 
cess  or  positive  impact  on  an  organization. 
Bailar  has  served  as  a  judge  for  the  QO 
Enterprise  Value  Awards  for  the  past  four  years.  He  was 
executive  vice  president  and  CIO  at  NASDAQ,  and  vice 
president  of  Advanced  Development  for  Global  Corporate 
Banking  at  Citicorp  N.A.  These  experiences  have  given 
him  broad  insights  into  how  the  definition  of  “value”  has 
shifted  over  the  years  and  if  that  shift  continues  to  be 
reflected  in  this  year’s  winners. 

Technology,  Value...  &  Values: 

Jaron  Lanier,  Computer  Scientist,  Artist  and  Author 

Lanier’s  wide-ranging  interests  and  consid¬ 
erable  talents  have  earned  him  recognition 
in  seemingly  disparate  fields,  including 
virtual  reality,  visual  arts,  software  simula¬ 
tions,  music  and  the  Internet.  Here  we  take 
advantage  of  his  reflections  on  technology, 
society  and  humanity:  Technology  has  indeed  generated 
much  value  for  business,  but  has  it  contributed  much 
toward  our  values?  Shouldn’t  we  be  doing  much  more  in 
applying  technology  to  some  of  the  world’s  pressing 
problems? 

Case  Studies  on  IT 
and  Business  Value: 

Peter  Weill,  Director,  Center  for  Information  Systems 
Research,  MIT  Sloan  School  of  Management 

Weill  has  developed  and  taught  MBA  and 
executive  education  programs  that  focus  on 
the  business  value  of  information  technol¬ 
ogy  and  e-business,  and  his  research  centers 
on  the  role  and  value  of  IT  in  organiza¬ 
tions.  He’ll  guide  us  through  a  real-world 
case  study  focusing  on  IT  and  business  value.  Retreat  par¬ 
ticipants  will  form  small  working  groups  to  further  ana¬ 
lyze  the  case — and  present  their  own  findings  back  to  the 
whole  audience. 


Delivering  Value: 

The  2003  Enterprise  Value  Award  Winners 

How  did  their  organizations’  initiatives  meet  the  business 
and  IT  objectives,  foster  increased  collaboration  among 
internal  and  external  partners,  uncover  new  business  mod¬ 
els,  and  increase  efficiencies?  Senior  IT  and  business  exec¬ 
utives  from  the  winning  organizations  share  their 
experiences,  offering  lessons  learned  and  best  practices  on 
how  they  defined  and  delivered  value  to  the  enterprise. 

■  Con- Way  Transportation 

■  Health  Decisions 

■  University  of  Illinois  Medical  Center  at  Chicago 

■  U.S.  Securities  &  Exchange  Commission  (SEC) 

*  Wharton  Research  Data  Services,  Wharton  School 


Marriott  Desert  Springs 
Resort  &  Spa 

A  lush  oasis  amid  pristine  open  desert,  the  Marriott 
Desert  Springs  Resort  &  Spa  is  surrounded  by  lagoons 
and  lakes  at  the  foot  of  the  Santa  Rosa  Mountains.  It 
features  two  18 -hole  Ted  Robinson-designed  champi¬ 
onship  golf  courses,  and  a  30,000-square-foot  European 
Health  Spa.  The  resort  has  amenities  and  activities  for 
the  entire  family  and  is  near  many  Desert  Springs  attrac¬ 
tions,  including  Indian  Canyons,  Palm  Springs  Aerial 
Tramway  and  The  Living  Desert. 


The  Magazine  for  information  Executives 


Strategic  Planning  |  Q&A 


The  best-laid  plans  can  go 
awry  if  no  one  is  responsible  for 
results.  In  this  interview,  author 
C.  Davis  Fogg  argues  that  holding 
people  accountable  is  the  secret  to 
successful  strategic  planning. 

BY  ELANA  VARON 


CORPORATE  EXECUTIVES  have  a  hard  time 

executing  their  business  strategies  because  they  just 
aren’t  tough  enough,  says  strategic  planning  expert 
C.  Davis  Fogg.  A  Wakefield,  R.I.-based  consultant  to 
blue-chip  companies  and  the  author  of  Implementing 
Your  Strategic  Flan  (Amacom,  1999),  Fogg  says 
strategic  plans  flop  because  executives  don’t  follow 
through.  They  fail  to  lead.  They  fail  to  hold  their 
employees — or  themselves — accountable  for  results. 

And  without  that  willingness  to  put  it  all  on  the  line, 
says  Fogg,  the  best-laid  strategic  plan  will  go  astray. 

Fogg,  who  between  1981  and  1982  was  presi¬ 
dent  of  shoe  and  clothing  manufacturer  and  retailer 
Johnston  &  Murphy,  talked  with  CIO  Senior  Edi¬ 
tor  Elana  Varon  about  how  CIOs  can  do  a  better 
job  of  putting  their  plans  into  action,  and  a  better 
job  of  making  them  work. 
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CIO:  Is  there  any  difference  between  implementing 
an  IT  strategy  and  implementing  other  kinds 
of  strategies? 

C.  Davis  Fogg:  There  are  substantial  differences.  In 
IT,  communication  is  far  more  important  than  it  is, 
for  example,  in  marketing.  The  marketing  people 
generally  have  good  communication  skills.  Com¬ 
pared  with  other  groups  in  the  company,  a  lot  of  IS 
people  are  the  worst.  If  I  were  picking  someone  to 
run  an  IS  team,  I  wouldn’t  care  if  the  person  is  a 
genius,  but  I  would  care  if  the  person  can  communi¬ 
cate  well.  Businesspeople  don’t  want  to  be  bothered 
with  a  lot  of  technical  talk. 

What  gets  in  the  way  of  implementing 
strategic  plans? 

If  there  is  one  thing  that  blows  any  [strategy]  out  of 


C.  Davis  Fogg  says 
the  communication 
skills  of  IS  people  “are 
the  worst”  when  compared 
with  other  groups. 


Strategic  Planning  |  Q&A 


“Older  line  companies 
are  not  very  good  about 
accountability.  Even  if  they 
have  objectives,  nobody 
gets  punished  for  not 
meeting  them.  You  have 
to  have  somebody  at  the 
helm  who’s  going  to  say  that 
not  meeting  objectives 
is  intolerable.  -c.DavisFogg 


the  water,  it’s  lack  of  leadership.  And  not 
just  the  leadership  at  the  top.  At  key 
points,  there  have  to  be  good  leaders  who 
can  lead  down  the  line  and  get  people 
motivated.  That  doesn’t  vary  for  any  kind 
of  strategy. 

The  second  thing  that’s  extremely  impor¬ 
tant  is  accountability.  Accountability  has  to 
rest  on  someone  who  can  fix  a  problem, 
and  people  have  to  meet  their  objectives. 

Another  problem  that  is  even  more 
important  is  not  having  information  tech¬ 
nology  leadership  that  sees  15  years  down 
the  pipe  with  the  strategic  direction  of  the 
corporation.  Part  of  the  implementation 
piece  is  to  make  sure  you  know  where 
the  business  is  going  technologically,  so 
a  new  direction  can  be  implemented 
fairly  quickly. 


People  say  their  long-term  vision  is  three 
to  five  years.  But  I  know  a  company  with 
a  massive  IT  backbone — it’s  an  insurance 
pension  fund — that’s  looking  at  advanced 
technologies  10  to  15  years  down  the 
road.  They’re  testing  experimental  capabil¬ 
ities  in  wireless  data  transmission.  When 
the  technology  becomes  usable,  they’ll  be 
on  track.  What  has  to  happen  first  is  you 
have  to  draw  a  very  broad  vision  of  where 
the  organization  is  going.  Once  you  know 
what  kinds  of  markets  you’re  going  to 
serve,  the  kinds  of  customers,  you  can 
look  internally  to  see  what  kinds  of  sys¬ 
tems  you  will  need.  Then  you  need  to  talk 
to  people  in  the  research  labs,  asking 
where  the  technology  is  heading.  What’s 
going  to  be  available  15  years  from  now  is 
available  right  now  in  some  prototype. 

One  of  the  most  difficult  things  is  get¬ 
ting  people  off  their  duffs  to  go  out  and 
talk  to  people,  especially  people  who  aren’t 
in  their  industry.  I’m  an  MIT  grad.  I  go  up 
there  for  weekends.  Scientists  love  to  talk. 


Is  there  a  point  in  implementing  a  strat¬ 
egy  where  companies  tend  to  stumble? 

Inevitably,  there  are  people  who  aren’t  up 
to  the  job  or  who  don’t  like  the  job  and 
have  to  be  moved  out  of  the  way.  Compa¬ 
nies  don’t  like  to  do  that,  but  they  have 
to  do  it  up  front;  they  can’t  do  it  as  they 
go  along. 

The  other  stumbling  block  is  to  assume 
that  people  will  rise  to  the  competency  you 
need.  You  have  someone  whose  skills  are 
out  of  date,  and  you  say,  We’ll  teach  him. 
That  doesn’t  work  because  you’ll  have  to 
wait  for  them  to  catch  up. 

Is  that  fair?  Workers  have  done  what  was 
required  of  them,  but  now  that  you’re 
changing  your  strategy,  you’re  just  going 
to  throw  them  aside. 

You  don’t  throw  them  aside.  You  leave 
them  in  the  job  with  very  tightly  defined 
objectives — no  more  and  no  less  than 
what  anybody  else  is  going  to  have  to 
do — and  you  give  them  a  chance  to  per- 


Most  technologists  would  say  they’re 
lucky  if  they  have  a  clue  about  the 
technologies  that  will  be  available  in  five 
years.  How  can  they  look  ahead  15  years? 
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iing  cost  out  of  your  business, 
important  today  than  ever  before 


That's  why  Brother's  Commercial  Division  is  to  more  effectively  address  critical  organizational 
committed  to  providing  superior  and  reliable  goals  and  challenges. 

business  printers  that  increase  productivity  while  But  it  is  our  product  ..reliability,  coupled  with  a 
reducing  costs.  This  enables  businesses  like  yours  responsive  nationwide  support  and  service  network, 

^  that  has  companies  like  yours  putting  Brother  laser 

printer  solutions  at  the  top  of  their  requisition  lists. 
R|  Brother's  Commercial  Division  welcomes  the 

Wm  opportunity  to  put  our  resources  to  work  for  you. 

»  Contact  us  today  so  we  can  show  you  how  we  can 

positively  impact  your  bottom  line  while  enhancing 

Color- Laser  Solutions  Multi-Function  Solutions 

imm  For  more  information,  call  1-866-455-7713,  ext.  905 
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form  under  the  new  standards.  You  give 
them  education  if  they  need  it.  I  can 
almost  guarantee  that  within  18  months 
the  bulk  of  those  people  will  leave  on 
their  own,  particularly  if  you  give  them  a 
good  severance  package.  Guess  what  per¬ 
centage  of  top  management  versus  mid¬ 
dle  management  will  leave. 

About  40,  50? 

A  survey  I  did  shows  that  over  a  very 
short  period  of  time,  about  two-thirds  of 


senior  management  opts  out  when  the 
standards  are  changed  to  a  much  higher 
performance  level — and  about  one-third 
of  the  workforce. 

So  the  problem  in  successfully 
executing  a  strategy  is  that  companies 
don’t  set  standards? 

They  don’t  set  good  standards. 

Why  don’t  people  know  that?  Isn’t  it 
obvious  that  executives  need  to  establish 
a  system  of  accountability,  get  rid  of 
resisters  and  develop  a  staff  with  the 
skills  they’ll  need  to  move  ahead  in  their 
company? 

These  things  are  cultural  in  companies  and, 
unfortunately,  the  culture  you  inherit  is 
going  to  drive  what’s  going  on  until  you 
change  it.  Older  line  companies  in  particular 
are  not  very  good  about  accountability. 

Even  if  they  have  objectives,  nobody  gets 
punished  for  not  meeting  them.  You  have  to 
have  somebody  at  the  helm  who’s  going  to 
say  that  not  meeting  objectives  is  intolerable. 

Do  you  need  to  bring  in  an  outsider? 

No.  For  example,  Genesco,  the  parent  of 
Johnston  &  Murphy,  was  once  the  largest 


manufacturer  and  marketer  of  men’s  shoes 
in  the  U.S.  It  threw  itself  into  chaos  by  a 
series  of  misbegotten  acquisitions  of  high 
fashion  and  other  retailers  in  the  1970s. 
Genesco  changed  key  management  over  the 
next  15  years  like  socks  every  morning. 
New  executives  were  inevitably  hot  shots 
from  other  industries  and  companies.  The 
company  never  turned  around. 

Then  in  1996,  Ben  Harris,  a  28-year 
company  employee,  became  president  and 
COO.  He  and  two  other  longtime  officers 


replotted  Genesco ’s  future.  Genesco  had 
never  before  set  and  reviewed  meaningful 
objectives.  Harris’s  measure  of  success  was 
a  version  of  Economic  Value  Added, 
which  measures  capital  employed,  return 
on  capital,  profit  margin,  cost.  Everyone  in 
the  company  could  be  measured  by  one  or 
more  of  its  components.  They  turned 
Genesco  around  quickly. 

That  it  was  handled  in  an  emotionally 
motivating  way  is  illustrated  by  a  touching 
incident.  When  corporate  offices  were  being 
refurbished,  a  worker  came  to  Ben  and 
handed  him  $4,000.  He  told  Ben  that  his 
job  was  measured  by  cost,  and  he  knew  that 
the  company  was  going  though  tough  times. 
He  took  old  doors  left  from  the  remodeling, 
slated  to  be  thrown  away,  threw  them  in  his 
pick-up  truck,  sold  them  and  gave  Ben  the 
money. 

When  bonuses  came  out  that  year,  the 
man  got  a  bonus. 

In  my  study  of  28  companies  for  my 
last  book,  Implementing  Your  Strategic 
Plan ,  the  26  that  required  drastic  action  to 
turn  their  performance  around  were 
turned  around  by  long-tenured  insiders. 
Insiders  know  how  to  get  things  done 
through  the  culture.  They  know  where  the 


skeletons  and  poor  performers  are  hiding, 
and  where  the  opportunities  lie. 

Does  Wall  Street’s  focus  on  quarterly 
earnings  prevent  companies  from  doing  a 
good  job  both  planning  strategically  and 
implementing  those  plans? 

It  does.  But  some  leaders  I  know  don’t 
worry  about  the  short  haul.  It  drives  the 
managers  nuts.  Roberto  Goizueta  [the  late 
CEO  of  Coca-Cola],  who  was  a  class 
ahead  of  me  in  school,  told  Wall  Street  to 
stuff  it.  I  know  a  number  of  com¬ 
panies  that  are  run  for  the  long 
haul.  One  of  them  uses  a  form  of 
Economic  Value  Added.  Others 
do  it  according  to  stockholder 
value,  which  is  a  very,  very  good 
measure  as  long  as  people  don’t 
measure  quarter  to  quarter.  IT  is 
such  an  underutilized  power  in 
the  marketplace,  I  would  expect  right  now 
is  a  very  good  time  to  be  thinking  about 
powerful  investments  to  improve  market 
position  and  efficiency.  Particularly  if  you 
have  cash  and  your  competitors  don’t. 

Of  course  there’s  another  issue.  I  have 
believed  for  decades  that  officers  of  the 
company  should  be  measured  by  internal 
strategic  objectives  so  that  they  have  to 
meet  their  objectives  before  they  get  their 
options.  When  I  was  officer  with  Bausch 
&  Lomb  way  back  when,  we  were  not 
allowed  to  sell  stock  unless  you  were 
doing  something  like  building  a  house  or 
going  to  school. 

Do  you  think  the  downturn  in  the 
economy  has  changed  the  outlook  for 
strategic  planning  success? 

I  think  it’s  increased  it.  People  who  didn’t 
have  good  plans  are  sitting  around  saying, 
Oh  my  gosh,  I’d  better  get  my  act  together. 
If  we  get  hit  with  another  [downturn]  and 
we  don’t  know  where  to  put  our  funds, 
we’re  in  trouble.  Strategic  planning  is  a 
process  of  allocating  resources.  EH 


E-mail  Senior  Editor  Elana  Varon  with  your  feed¬ 
back  at  evaron@cio.com. 


“Insiders  know  how  to  get  things  done  through 
the  culture.  They  know  where  the  skeletons 
and  poor  performers  are  hiding,  and  where  the 

opportunities  lie.”  -C.  Davis  Fogg 
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So  you  want  to  buy  a  Saab.  If  you’re  looking  to  buy  one  in  the  United  States, 

you  might  start  your  search  at  Saabusa.com.  There,  customers  can  compare 
the  latest  models  and  find  a  dealer.  Then  they  can  actually  go  to  the  dealer 
showroom  and  buy  a  car.  Or  they  could  just  move  to  another  site  and  forget 
about  a  shiny  new  Saab.  In  either  case,  the  folks  at  Saabusa.com  have  no  way 
of  knowing  whether  they  are  motivating  online  customers  to  visit  a  dealership. 
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Web  metrics  are  no  longer  one-size-fits-all.  Now  they  must  match 
your  website’s  business  and  targeted  audience.  Here  are  the 
latest  tools  and  technologies  to  gauge  your  website’s  effectiveness 


BY  SUSANNAH  PATTON 


So  while  the  site’s  operators  can  track  the  number  of  hits  and  level  of  traffic, 
they  cannot  analyze  where  or  why  a  customer  abandons  the  site.  “We  need  to 
move  beyond  hits  and  traffic  and  find  out  what  motivates  people  to  go  to  deal¬ 
erships,”  says  Richard  Amling,  the  webmaster  for  Saab  Cars  USA,  based  in  Nor- 
cross,  Ga.  Amling  notes  that  Saab  is  in  the  process  of  shopping  for  a  Web 
analytics  software  package  so  that  it  can  analyze  customer  behavior. 
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Measuring  a  website’s  success  can  be  crucial  when  CIOs  are  forced  to 

defend  e-business  spending. 


During  the  dotcom  heyday,  companies 
slapped  sites  on  the  Web  and  waited  for  traf¬ 
fic  to  pour  in.  They  counted  “eyeballs”  and 
measured  their  site’s  “stickiness”  as  a  way 
to  convey  the  online  real  estate’s  value  to 
advertisers.  When  the  Internet  bubble  burst, 
“sticky  eyeballs”  seemed  suddenly  worth¬ 
less.  Now,  as  the  Web  has  moved  from 
being  a  technology  pipe  to  a  sales  channel, 
companies  such  as  Saab  Cars  USA  need  to 
update  their  Web  measurement  strategy  with 
new  metrics  and  analysis  tools  that  can  help 
them  analyze  customer  behavior  and 
improve  their  site’s  business  success. 

But  while  hits  were  once  the  metric  du 
jour,  the  new  metrics  are  not  so  clear-cut. 
“There  is  no  standard  metric  that  a  company 
can  rely  on  for  its  website,”  says  Randy 
Souza,  an  analyst  at  Cambridge,  Mass.-based 
Forrester  Research.  “Metrics  will  be  different 
from  company  to  company.”  Where  a  retail 
site  might  be  focused  on  conversion  rate  (the 


number  of  online  shoppers  who  actually  buy 
something),  a  business-to-business  site  might 
value  site  reliability  and  speed  above  all.  In 
short,  the  most  valuable  metrics  will  depend 
on  what  you  are  trying  to  do  with  your  site. 
Once  that  is  determined,  large  enterprises 
should  consider  buying  software  to  help  ana¬ 
lyze  Web  data,  while  midsize  and  smaller 
companies  should  consider  a  hosted  service. 

That’s  already  happening  and  will  likely 
increase  in  the  next  few  years  as  companies 
come  under  increasing  pressure  to  document 
their  website’s  value.  By  2006,  Jupiter 
Research  estimates,  annual  spending  on  site 
analytics  will  reach  $1  billion,  by  which  time 
ASP-based  services  will  account  for  29  per¬ 
cent  of  spending.  While  IT  leaders  don’t 
always  need  to  be  directly  involved,  CIOs 
should  be  able  to  suggest  valuable  metrics 
to  marketing  and  operations  departments. 
Measuring  a  website’s  success  can  also  be 
crucial  when  CIOs  are  forced  to  defend  e- 


business  spending.  And  IT  leaders  will  need 
to  partner  with  other  business  units  on  site 
redesigns  that  result  from  the  analysis  of 
Web  metrics. 

“Web  metrics  should  absolutely  be  the 
concern  of  the  CIO  even  if  it’s  housed  in 
another  part  of  the  organization,”  says  Gary 
Massel,  vice  president  and  CIO  at  Boise 
Office  Solutions  in  Itasca,  Ill.  “If  you’re  con¬ 
cerned  about  your  customer,  then  you  have 
to  be  concerned  about  your  website’s  per¬ 
formance.” 

The  following  are  descriptions  of  some 
of  the  most  important  metrics  and  analysis 
tools,  depending  on  the  type  of  website. 

Business-to-Consumer/ 

Retail  Sites 

Website  metrics  and  analytics  are  especially 
important  to  companies  that  are  selling  goods 
on  their  website.  First,  retail  sites  should  be 
looking  at  conversion  rate  and  average  order 


A  Good  ROI  Is  Hard  to  Find 

Choosing  the  right  Web  metrics  can  prevent  a  costly  redesign 


ONLINE  GIFT  SITE  RED  ENVELOPE  cut  its  shopping  cart  aban¬ 
donment  from  81  percent  to  63  percent,  reduced  site-related 
calls  to  the  customer  service  center  by  45  percent  and  increased 
sales  revenue  by  95  percent.  How  did  the  company  do  it? 
According  to  Vividence,  which  collects  and  analyzes  data  on 
company  websites  from  panels  of  users,  Red  Envelope  was  able 
to  prove  this  impressive  ROI  after  using  the  San  Mateo,  Calif.- 
based  vendor’s  services.  So  far,  however,  few  companies  have 
calculated  such  clear-cut  ROIs  from  the  use  of  website  metrics 
or  analytics  software  or  services. 

In  fact,  some  companies  have  spent  far  too  much  on  Web  ana¬ 
lytics  software.  According  to  a  recent  Jupiter  report,  one  “highly 
trafficked"  content  site  spent  a  total  of  just  under  $1  million  in 


licenses  and  professional  services  for  an  eight-month  fiasco  that 
produced  “wildly  inaccurate  and  completely  nonactionable 
reports.”  The  package  was  eventually  shelved  for  an  ASP. 

The  lesson?  Comparison  shop  carefully  when  looking  for  a 
Web  metrics  and  analytics  package.  And  you  will  be  shopping 
because  top  management  will  want  proof  that  you  have  a  way  to 
measure  your  website’s  success. 

“It’s  very  hard  to  prove  ROI  for  a  measurement  strategy,"  says 
Randy  Souza,  an  analyst  at  Forrester  Research  in  Cambridge, 
Mass.  The  real  value  of  these  tools,  however,  is  that  you  won’t 
have  to  go  into  a  site  redesign  totally  blind,  Souza  adds.  Instead 
of  spending  $100,000  on  a  complete  redesign,  for  example,  you 
can  spend  $10,000  to  $15,000  on  focused  design  fixes.  -S.P. 
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value  in  order  to  gauge  success  levels.  In 
addition,  they  should  tie  revenue-based  met¬ 
rics  with  customer  behavior.  For  example, 
companies  can  use  techniques  such  as 
funnel-based  analysis,  in  which  they  com¬ 
pare  drop-off  rates  with  lost  revenue,  says 
Matthew  Berk,  senior  analyst  at  Jupiter 
Research  in  Darien,  Conn.  “Page  views 
and  visitors  used  to  be  key,”  says  Charles 
Hachtman,  CTO  at  Los  Angeles-based 
Novica.com,  a  site  that  sells  handmade  items 
from  around  the  world.  “Now  it’s  back  to 
basics.  Every  e-tailer  has  to  have  a  Web  ana¬ 
lytics  tool — otherwise  they  have  no  infor¬ 
mation  about  how  their  site  is  performing.” 

Here  are  a  select  group  of  metrics  and 
tools  that  retail  sites  can  use  to  help  meas¬ 
ure  success. 

Net  dollar  per  visitor:  When  Novica.com 
first  set  up  shop  online  in  1999,  Web  man¬ 
agers  wanted  customers  to  stay  on  the  site 
for  as  long  as  possible.  “Our  mantra  was: 
Build  it  and  they  will  come,”  says  Hacht¬ 
man.  “Now  it’s  about  finding  the  right  cus¬ 
tomer  and  getting  them  to  check  out  as 
quickly  as  possible.” 

Novica.com  uses  customer  data  gathered 
by  Fireclick,  an  ASP  that  helps  companies 
track  online  customer  behavior  using 
caching  technology  to  calculate  the  amount 
of  money  earned  per  visitor  to  its  site.  The 
online  retailer  uses  that  metric  to  compare 
its  different  advertising  campaigns.  Hacht¬ 
man  says  he  would  be  able  to  gather  that 
data  without  using  an  ASP  or  software 
package,  but  the  amount  of  time  and  effort 
it  would  take  to  go  through  the  log  files 
would  be  prohibitive. 

Clickstream:  More  than  a  metric,  click- 
stream  analysis  is  a  broad  method  for  com¬ 
panies  to  analyze  their  customers’  behavior. 
A  wide  range  of  Web  analytics  software 
packages  and  ASPs  offer  clickstream  analy¬ 
sis,  which  can  help  a  company  analyze 
where  customers  enter  its  site  and  where 
they  exit. 

For  example,  Web  managers  at  Play- 
boy.com  in  Chicago  recently  started  ana¬ 
lyzing  clickstream  in  order  to  help  grow  the 
subscription  side  of  its  business.  The  site 


Here  are  some  Web 
analytics  tools  that 
will  help  you  assess 
your  website 

rv 

Accrue  Software 

Fremont,  Calif. 

Offers  professional  services  with 
software  package  as  well  as  an  ASP. 
Gathers  data  based  on  customer 
needs  (log  files,  tags,  network,  HTTP). 

Coremetrics 

Burlingame,  Calif. 

Offers  an  ASP.  Gathers  data  using 
page-level  tags. 

Fireclick 

Los  Altos,  Calif. 

Offers  an  ASP.  Helps  companies 
track  online  customer  behavior 
using  caching  technology. 

Keylime  Software 

Carlsbad,  Calif. 

Offers  an  ASP.  Gathers  data  based 
on  customer  needs. 

Omniture 

Orem,  Utah 

Offers  an  ASP.  Gathers  data  using 
URL-level  tags. 

WebSideStory 

San  Diego,  Calif. 

An  ASP  service  that  gathers  data 
using  page-based  tags. 

WebTrends  (owned  by  NetlQ) 

San  Jose,  Calif. 

Sells  software  and  ASP.  Gathers 
data  from  log  files,  client-side  data 
collection  and  page  tags. 


relied  on  advertising  revenue  in  the  past  but 
now  focuses  on  converting  free  visitors  to 
paying  members  of  its  Cyber  Club  in  an 
effort  to  reach  profitability.  Using  a  service 
from  WebHancer,  Playboy.com  can  exam¬ 
ine  where  it  converts  customers  and  where 


it  loses  them.  Webhancer’s  “e-business 
view”  captures  the  end  user’s  activity  rather 
than  focusing  on  log  server  data  from  a 
small  application,  loaded  on  the  user’s  desk¬ 
top,  that  tracks  his  movements  on  sites 
around  the  Web.  Companies  such  as  Play- 
boy.com  receive  reports  and  analyses  that 
describe  how  traffic  comes  from  other  sites, 
where  conversions  are  failing  and  how  the 
site  compares  with  those  of  competitors. 
“This  has  been  a  huge  priority  because  our 
goal  is  profitability  before  the  end  of  the 
year,”  says  Phil  Jacus,  senior  manager  for 
e-commerce  and  marketing  at  Playboy.com. 
Jacus  adds  that  he  expects  an  ROI  from 
Webhancer  by  the  end  of  the  year. 
Customer  drop-off  rates:  According  to 
Jupiter  Research,  71  percent  of  sites  do  not 
analyze  customer  drop-off  rates,  even 
though  66  percent  of  consumers  reported 
having  abandoned  a  purchase  while  on  a 
website.  Companies  can  use  clickstream 
analysis  to  determine  their  drop-off  rate.  In 
order  to  improve  it,  they  can  conduct  usabil¬ 
ity  testing  to  see  where  users  have  trouble 
maneuvering  on  the  site.  Although  Saab- 
usa.com,  for  example,  is  still  looking  for  a 
Web  analytics  package,  it  has  used  a  hosted 
package  from  Vividence,  which  sets  up  pan¬ 
els  of  users  and  then  analyzes  the  data  from 
their  actions  (see  “A  Good  ROI  Is  Hard  to 
Find,”  Page  86).  Where  Saab  Cars  USA 
would  normally  count  an  online  sign-up  for 
a  test-drive  a  success,  usability  testing  can 
determine  whether  the  process  of  signing  up 
was  pleasant  or  awful  for  the  user.  And  most 
customer  drop-offs  come  when  the  process 
becomes  awful. 

Content  Sites 

Websites  that  offer  free  content  need  to  be 
concerned  with  basic  metrics  such  as  page 
views  and  unique  visitors  (those  who  visit  a 
site  more  than  once  during  a  specific  period 
of  time)  in  order  to  satisfy  advertisers.  Oth¬ 
erwise,  metrics  aren’t  as  straightforward  as 
they  can  be  for  sites  that  measure  success  in 
revenue  from  sales.  However,  these  sites — 
which  run  the  gamut  from  media  sites  to 
government  information  portals — need  to 
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gauge  how  customers  are  faring.  “We  spend 
a  lot  of  time  and  effort  making  sure  that  our 
online  readership  is  highly  satisfied,”  says 
Michael  Smith,  CTO  of  Forbes.com  in  New 
York  City. 

Here  are  some  ways  they  can  do  it. 
Loyalty  index:  PennWell,  a  Tulsa,  Okla., 
company  that  publishes  more  than  40  busi- 
ness-to-business  magazines,  tracks  the  num¬ 
ber  of  visitors  and  unique  visitors  to  its  site, 
as  well  as  page  views — all  of  which  are 
important  to  its  advertisers.  The  company 
also  looks  at  the  top  domains  and  vendors 


B2B  Sites 

When  a  businessperson  goes  to  a  website  to 
buy  supplies,  she  is  usually  going  there  to 
make  a  purchase  and  leave,  rather  than 
browse.  Therefore,  business-to-business 
websites  need  to  worry  most  about  their 
site’s  performance  and  how  easily  and  effi¬ 
ciently  customers  can  get  on  and  buy  what 
they  need.  After  all,  most  businesses  are 
using  B2B  sites  to  cut  costs  from  their  sup¬ 
ply  chain.  “In  B2B,  there  is  a  contractual 
relationship,  so  users  can’t  just  go  to 
another  site,”  says  Boise  Office  Solutions’ 


engineering  information  and  resources  to 
Fortune  1000  companies  through  subscrip¬ 
tion  and  custom  data,  a  full-time  Web  ana¬ 
lyst  scours  the  log  server  files  for  user 
patterns  and  trends.  “For  example,  if  we 
see  that  a  set  of  users  on  the  system  are 
searching  for  something  too  often,  that 
might  cause  us  to  go  in  and  take  a  look  at 
why  they  are  having  trouble,”  says  Paul 
Magin,  vice  president  of  product  develop¬ 
ment  for  IHS  Engineering.  Magin  calls  that 
approach  “user  efficiency  analysis.”  “If  they 
are  having  to  conduct  three  searches  to  get 
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Websites  that  offer  free  content  need  to  be  concerned  with  basic  metrics  such  as  page 

views  and  unique  visitors  in  order  to  satisfy  advertisers. 
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that  are  visiting  the  site  in  order  to  show 
that  it  is  attracting  the  right  audience  for 
advertisers. 

PennWell  is  able  to  track  clickstream 
behavior  and  determine  who  is  visiting 
through  its  use  of  WebSideStory,  a  San 
Diego-based  ASP.  Mark  Heimberg,  who 
oversees  23  of  Penn  Well’s  websites  as  direc¬ 
tor  of  technical  marketing,  says  he  can  track 
a  “loyalty  index”  by  determining  how  many 
times  a  visitor  comes  to  the  site  each  week, 
month  and  year. 

Customer  satisfaction:  Clickstream  analy¬ 
sis  can  gather  important  information  about 
how  users  navigate  a  website,  but  it  can’t 
explain  how  a  person  feels  while  they  are 
doing  it.  Enter  the  online  customer  survey. 
FirstGov.gov,  a  government  information 
portal  managed  by  the  General  Services 
Administration,  gets  reports  on  customer 
satisfaction  from  ForeSee  Results,  which 
quantifies  customer  satisfaction  through 
online  surveys  using  the  American  Customer 
Satisfaction  Index.  “The  most  important 
metric  to  us  is  the  measurement  of  whether 
a  user  has  a  positive  experience  on  our  site 
and  whether  they  will  recommend  FirstGov 
to  another  user,”  says  Michael  S.  Messinger, 
director  of  marketing  and  communications 
for  the  site. 


Massel.  “Therefore,  if  they  go  into  your 
site  and  have  problems,  it’s  terribly  frus¬ 
trating  for  them.” 

Site  performance:  While  all  websites 
worry  about  how  fast  and  easy  their  site  is 
to  use,  businesses  are  perhaps  the  most 
demanding  and  impatient  users  of  all.  “We 
get  a  lot  of  feedback  when  things  aren’t 
going  well  on  our  site,”  says  Chris  D’Ago¬ 
stino,  e-commerce  development  manager  for 
Boise  Office  Solutions.  D’Agostino  says  that 
raw  performance  numbers  are  the  most 
important  metric  for  his  site,  which  sells 
office  supplies  to  businesses.  Boise  Office 
Solutions  uses  a  service  from  Keynote  Sys¬ 
tems  to  evaluate  its  site  performance.  Using 
automated  agents  around  the  country, 
Keynote  runs  transactions  typical  to  a  site 
and  collects  data  on  such  metrics  as  how 
long  it  takes  to  place  an  order.  Boise  Office 
Solutions  can  then  access  the  data  via 
browser. 

User  efficiency:  At  Englewood,  Colo.- 
based  IHS  Engineering,  which  provides 

cio.com  For  more  stories 

relating  to  Web  strategies,  see  our 

E-Business  Research  Center  at 

www.cio.com/ec. 


one  answer,  we’ve  done  something  wrong,” 
he  says. 

Average  time  spent  on  system:  In  the 

past,  consumer  websites  kept  track  of  how 
long  users  stayed  on  their  site,  hoping  to 
increase  stickiness.  Now,  most  Web  man¬ 
agers — especially  those  working  on  B2B 
sites — want  to  help  users  get  on  and  off  their 
sites  as  quickly  and  painlessly  as  possible. 
“Our  goal  is  to  reduce  time  spent  on  our 
site,  and  that  sounds  counterintuitive,”  says 
IHS’s  Magin.  “If  our  users  are  satisfied,  we 
should  see  more  sessions  and  less  time  per 
session.” 

Like  Saab  Cars  USA,  many  companies  are 
just  now  deciding  to  get  serious  about  Web 
metrics,  even  though  the  technology  is  not 
brand  new.  “Until  the  recession  really  hit, 
there  wasn’t  much  urgency  around  Web  met¬ 
rics,”  says  Forrester  Research’s  Souza.  Now, 
the  focus  is  on  getting  business  results,  and 
quickly.  “Ultimately,  we  need  an  analytics 
tool  that  can  work  for  our  websites  around 
the  globe,”  says  Amling,  of  Saab  Cars  USA. 
“And  we  need  to  get  moving  quickly.”  BE] 


Susannah  Patton  is  a  former  senior  writer  for  CIO. 
Senior  Editor  Elana  Varon  wants  to  hear  how  you 
measure  your  website’s  effectiveness.  Contact  her 
at  evaron@cio.com. 
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Seething  over  Spam 

New  tools  and  legislation  can  help — but  nothing  can  stop  it  all 

BY  MERIDITH  LEVINSON 


Edited  by  Christopher 
Lindquist.  Send  your 
thoughts  and  ideas 
for  future  columns  to 
clindquist@cio.com. 


IT  WAS  SPAM  OVERLOAD.  Inboxes  at  a  certain 
Fortune  50  energy  company  were  packed  with 
unsolicited  e-mail,  making  it  difficult  for  users 
to  find  important  messages.  Worse,  the  spam 
content  was  getting  downright  raunchy,  creat¬ 


ing  a  liability  problem  for  the  organization.  “It 
was  beyond  foul,”  says  Dave  Giaramita,  an 
internal  IT  consultant  for  the  company. 

And  every  user  complaint  landed  squarely  on 
the  shoulders  of  IT. 


Computerized  faces. ..Faster  networks. ..Grassroots  wireless 
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1]  WIN  WITH  SELF-MANAGEMENT:  Whether  it’s  boy  bands  or  rubber 
bands,  software  that  effectively  manages  an  e-business  is  essential.  But 
software  that  corrects  problems  before  they  occur?  That’s  extraordinary. 

2]  WIN  WITH  TIVOLI:  Unlike  other  solutions  that  tell  you  you’ve  violated 
a  service  level  agreement  after  the  fact,  Tivoli  software  detects 
trends  and  makes  adjustments  before  things  go  awry. Tivoli.  Part  of  our 
software  portfolio,  including  DB2®  Lotus®  and  WebSphere® 

3]  MAKE  THE  PLAY:  Visit  ibm.com/tivoli/unexpected  and  download 
a  free  buyer’s  guide  on  how  to  meet  your  service  level  agreements. 
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Spam  currently  makes  up  25  percent  to 
35  percent  of  a  company’s  total  mail  vol¬ 
ume,  according  to  Joyce  Graff,  vice  presi¬ 
dent  and  research  director  for  e-mail  at 
Stamford,  Conn. -based  Gartner.  And,  she 
notes,  if  25  percent  to  35  percent  of  your 
company’s  e-mail  is  spam,  that’s  a  25  per¬ 
cent  to  35  percent  inflation  on  your  e-mail 
bandwidth  and  storage  capacity. 

Looking  to  stem  the  flow,  the  energy 
company’s  IT  department  turned  to  a 
product  from  mail  security  vendor  Tum¬ 
bleweed  Communications. 

But  it  wasn’t  until  the  IT  staff  installed 
the  new  software  and  had  it  working  in 
conjunction  with  other  spam-prevention 
measures — such  as  blocking  mail  identified 
by  “real-time  black  hole  lists”  (RBLs)  as 
originating  from  servers  exploited  by  spam¬ 
mers — that  Giaramita  realized  just  how  bad 
the  spam  problem  had  been.  He  estimates 


that  these  measures  capture  as  many  as  a 
quarter-million  spam  messages  each  day. 

“The  cost  of  all  that  spam  for  a  com¬ 
pany  this  size  was  enormous,”  says  Gia¬ 
ramita.  He  conservatively  estimates  that 
the  company  is  saving  between  $100  mil¬ 
lion  and  $200  million  per  year  in  regained 
productivity  and  additional  millions  from 
not  having  to  pay  for  the  extra  storage  and 
bandwidth  that  that  much  spam  requires. 

Human  Expense 

Money  isn’t  the  only  cost  associated  with 
spam.  It’s  increasingly  becoming  an  HR 
issue  as  well. 

Graff  notes  that  offensive  spam  makes 
employees  feel  like  their  employers  don’t 
care  about  them  because  they  don’t  see 
the  company  trying  to  make  the  enterprise 
a  place  that’s  conducive  to  work. 

Many  companies  are  even  beginning 


to  view  offensive  spam  as  a  legal  liability, 
following  a  precedent  set  at  Chevron.  In 
1996,  the  oil  company’s  IT  operating 
company  spent  $125  million  to  settle  a 
class-action  lawsuit  brought  on  by  777 
female  employees  in  response  to  a  degrad¬ 
ing  e-mail  that  circulated  inside  the 
organization. 

More  recently,  Utah  residents  have  filed 
a  class-action  lawsuit  against  Sprint 
because  the  ISP  failed  to  mark  unsolicited 
e-mail  as  such,  in  violation  of  Utah’s  Unso¬ 
licited  Commercial  and  Sexually  Explicit 
E-Mail  Act. 

From  Bad  to  Worse 

The  spam  situation  isn’t  improving,  either. 
Graff  says  that  spam  has  multiplied  tenfold 
in  the  past  year.  And  spammers  have  more 
tools  than  ever  for  digging  e-mail  addresses 
off  the  Internet.  The  economic  downturn 


has  increased  the  use  of  spamming  as  a 
low-cost  way  for  desperate  individuals  to 
earn  a  buck.  Enemies  of  the  United  States 
are  even  using  spam  as  a  weapon  in  their 
arsenals  by  bombarding  American  corpo¬ 
rate  servers  with  junk  mail. 

Fortunately,  there  are  multiple  solutions 
on  the  market  that  go  beyond  superficial 
keyword  searches  to  nail  spam  at  the  gate¬ 
way.  While  none  of  these  solutions  is  per¬ 
fect,  in  part  because  spammers  always 
find  new  ways  to  fake  out  the  filters, 
many  CIOs  are  finding  that  the  tools  are 
an  effective  means  to  fight  spam. 

Local  Filters 

One  of  the  first  approaches  to  stopping 
spam  involves  simply  filtering  messages  at 
the  gateway.  The  best  tools  combine  a 
number  of  techniques  to  fight  spam,  includ¬ 
ing  content  filtering,  keyword  matching 


and  heuristics — statistical  probabilities  used 
to  determine  whether  a  message  is  spam 
based  on  hundreds  or  thousands  of  char¬ 
acteristics,  such  as  header  information, 
punctuation  and  capitalization.  Such  tools 
may  also  use  RBLs  to  block  mail  from 
servers  known  to  be  used  by  spammers 
(unfortunately,  those  same  servers  may  also 
be  used  by  legitimate  senders,  so  RBLs 
alone  are  an  imperfect  solution). 

The  more  prominent  vendors  offering 
such  tools  include  ActiveState,  CipherTrust, 
Elron  Software  and  Tumbleweed  Commu¬ 
nications,  with  a  number  of  smaller  ven¬ 
dors,  including  Vircom  and  Ipswitch,  also 
in  the  space. 

Local  filters  give  CIOs  considerable  con¬ 
trol  over  their  spam-fighting  efforts.  And 
unlike  ISP-  or  ASP-based  solutions,  all  e- 
mail  gets  evaluated  within  corporate  walls. 

But  Jonathan  Penn,  an  analyst  with 
Cambridge,  Mass.-based  Giga  Information 
Group,  says  that  local  filters  can  require  a 
lot  of  maintenance,  with  IT  constantly 
forced  to  fine-tune  filtering  rules. 

Dealing  with  spam  locally  can  also 
require  a  lot  of  processing  power:  If  a  spam¬ 
mer  sends  1,400  messages  to  a  particular 
domain,  the  receiving  mail  transfer  agent 
(MTA)  must  respond  to  each  user  name 
with  a  failure  notice,  which  can  keep  the 
MTA  busy  fending  off  spam  rather  than 
processing  valid  messages,  according  to 
Graff.  Still,  if  properly  implemented  and 
maintained,  these  tools  can  be  about 
90  percent  effective,  according  to  estimates 
from  vendors  and  users. 

Another  option  that  counts  as  a  local 
solution,  but  that  takes  a  different  approach 
from  the  vendors  of  local  filters  in  identify¬ 
ing  spam,  is  Brightmail. 

Brightmail  has  a  network  of  more  than 
200  million  mailboxes  the  company  set  up 
on  the  Internet  whose  sole  purpose  is  to 
capture  unsolicited  e-mail.  Brightmail  has 
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Spam-prevention  measures  at  a  Fortune 
50  energy  company  capture  as  many  as  a 
quarter-million  spam  messages  each  day. 
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1  ]  WIN  WITH  INTEGRATION:  Nothing  fishy  about  It.  For  an  e-business 
to  thrive,  all  your  business  processes,  from  supplier  to  customer,  must 
work  together  seamlessly.  It’s  the  key  to  a  profitable  infrastructure. 

2]  WIN  WITH  WEBSPHERE:  As  the  world’s  #1  integration  software, 
WebSphere  is  the  leading  software  platform  for  integrating  business 
processes,  applications,  platforms  and  people.  WebSphere.  Part  of 
our  software  portfolio  including  DB2?  Lotus®  and  Tivoli® 

3]  MAKE  THE  PLAY:  Visit  ibm.com/websphere/integrate  and 
see  a  Webcast  on  how  WebSphere  can  help  cut  integration  costs. 
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also  developed  software  that  aggregates 
the  messages  coming  into  the  different 
mailboxes  on  its  network,  generates  a 
unique  fingerprint  for  each  message  and 
then  automatically  generates  a  rule  to 
block  that  particular  spam  message  based 
on  its  various  characteristics.  Additionally, 
Brightmail  runs  an  operations  center 
where  a  staff  of  30  monitors  activity  across 
its  network  and  tests  each  signature  to 
ensure  it’s  not  generating  false  positives. 
The  company  downloads  those  rules  to  its 
customers  every  five  to  10  minutes. 


ASP-Based  Solutions 

If  you’re  content  to  relinquish  control  of 
determining  what  is  and  isn’t  spam  to  a 
third  party,  and  if  you’re  not  worried  that 
the  third  party’s  spam  filtering  infrastruc¬ 
ture  will  go  down,  an  outsourcer  may  be 
right  for  you. 

“For  small  and  medium-size  busi¬ 
nesses,  [spam-filtering]  is  a  tremendous 
amount  of  work  to  do  yourself,  even  with 
a  reasonably  good  tool,  and  the  better 
tools  are  expensive.  If  you  outsource,  you 
get  the  best  tools  for  a  lot  less  effort,” 
says  Graff. 

Many  of  the  spam-blocking  services 
from  outsourcers  such  as  Big  Fish  Com¬ 
munications,  eDoxs.com  (which  resells 
Brightmail’s  technology),  MessageLabs, 
Postini,  Syntegra  and  United  Messaging 
use  the  same  techniques  as  local  filters. 
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time-consuming  task  and  not  having  to 
give  up  processing  power  while  your 
server  determines  which  messages  are 
spam  and  which  are  legit. 

Steve  Paskach,  vice  president  of  IT  for 
Quadion,  a  small,  privately  held  manu¬ 
facturing  company  based  in  Minneapolis, 
chose  to  outsource  his  spam  management 
to  MessageLabs  because,  he  says,  “The 
level  of  service  and  effectiveness  that 
this  solution  will  give  me  for  the  price  is 
actually  a  better  value  for  the  size  of  my 
organization.” 

But  if  your  company  is  big  and  processes 
huge  amounts  of  mail  each  day,  an  out¬ 
sourcer’s  infrastructure  may  not  be  scalable 
enough  to  handle  your  mail  volumes. 

“A  lot  of  outsourcers  have  a  total  mail 
volume  for  all  of  their  customers  that’s  a 
fraction  of  what  we  push,”  says  the  energy 
company’s  Giaramita. 

ISPs 

Industry  experts  agree  that  ISPs  should  do 
more  to  prevent  spam  from  entering  cor¬ 
porate  networks.  And,  in  fact,  some  are 
stepping  up  to  the  task.  AT&T  Worldnet, 
BellSouth,  Comcast,  EarthLink,  MSN  and 
Verizon  Online  rely  on  Brightmail  to  filter 
spam.  But  unfortunately,  there’s  not  much 
more  they  can  do. 

Expecting  ISPs  to  be  responsible  for 
preventing  spam  puts  them  in  the  difficult 
position  of  distinguishing  for  each  of  their 


Spam  has  multiplied  tenfold  in  the  past 
year,  according  to  Gartner  research. 


The  only  difference  in  the  outsourced 
model  is  that  you  don’t  have  to  buy  any 
hardware  or  software.  You  do,  however, 
have  to  change  a  few  of  your  network 
routing  and  domain  name  system  records 
so  that  your  messages  first  stop  at  these 
service  providers,  says  Giga’s  Penn. 

The  advantages  of  outsourcing  your 
spam  filtering  include  not  having  to 
devote  your  IT  staffers  to  what  can  be  a 


customers  what  is  spam  and  what  is  legit. 
Ditto  for  the  ASP  model.  If  ISPs  mistak¬ 
enly  identify  a  legitimate  e-mail  containing 
the  word  breast  as  spam  due  to  a  superfi¬ 
cial  keyword  search,  they’ll  wind  up  ham¬ 
pering  cancer  groups’  efforts  to  organize 
fundraisers,  according  to  Graff.  And  when 
ISPs  generate  those  kinds  of  false  positives, 
they  risk  angering  their  customers.  (If  a 
customer  suspects  that  its  ASP  has  mis- 
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Networking  Essentials 

NETWORK  ADMINISTRATORS 

interested  in  a  compact  set  of 
network  monitoring  tools  should 
check  out  TamoSoft’s  Essential 
NetTools  Version  3.1. 

The  $29.95  product  comprises 
10  utilities  to  increase  a  company’s 
network  security  and  reliability. 

The  utilities  include: 

■  NetStat,  which  displays  a 
computer’s  inbound  and  outbound 
traffic,  including  a  map  of  which 
applications  are  using  what  ports. 

■  PortScan,  which  scans  your 
network  for  open  ports. 

■  RawTCP,  which  offers  the 
capability  to  create  low-level  con¬ 
nections  for  network  troubleshoot¬ 
ing  and  provides  a  graphical 
display  of  the  results. 

■  Also  part  of  the  package:  a 
pair  of  NetBIOS-oriented  monitor¬ 
ing  and  auditing  tools,  a  shared 
resource  monitor,  and  more  tradi¬ 
tional  tools  such  as  TraceRoute, 
Ping,  NSLookup  and  a  process 
monitor  that  lets  you  find  and  kill 
hidden  applications. 

The  utility  can  generate  reports 
in  HTML,  text  and  comma-delimited 
formats.  For  more  information  or 
to  download  an  evaluation  version, 
visit  www.tamos.com.  Volume 
pricing  for  corporations  is  available. 

-Christopher  Lindquist 
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1  ]  WIN  WITH  FLEXIBILITY:  Forget  about  offsites.  Train  your 
employees  online  and  you’ll  get  them  updated  on  your  company’s 
rules  and  regulations  faster,  and  keep  your  bottom  line  healthier. 

2]  WIN  WITH  LOTUS:  As  the  market  leader  in  e-learning  solutions, 
Lotus  e-learning  helps  reduce  training  and  travel  costs  while 
enabling  sales  forces  to  sell  new  products  faster.  Lotus.  Part  of  our 
software  portfolio  including  DB2f  Tivoli®  and  WebSphere® 

3]  MAKE  THE  PLAY:  Visit  ibm.com/lotus/learn  and  check  out 
an  introduction  to  e-learning  Webcast. 
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takenly  blocked  a  legitimate  message,  the 
ASP  should  be  able  to  find  it,  as  long  as  it 
logs  every  message  that  comes  in.) 

Enterprises  can  rely  even  less  on  mail 
server  vendors  like  Lotus  and  Microsoft 
to  prevent  spam.  It  doesn’t  make  sense  to 
expect  server  vendors  to  build  spam  fil¬ 
tering  software  into  their  products,  pri¬ 
marily  because  spam  is  most  efficiently 
and  effectively  licked  at  the  gateway,  not 
after  it  has  entered  the  network  at  the 
server.  Plus,  running  spam  filtering  rules 
on  the  user’s  e-mail  client  drains  the  appli¬ 
cation  of  processing  power.  That’s  why 
both  Lotus  and  Microsoft  leave  filtering 
up  to  their  partners  and  have  no  immedi¬ 
ate  plans  to  create  products  with  robust 
spam  filtering  capabilities  built  in.  “There’s 
not  a  great  deal  we’re  doing  in  the  core 
[Microsoft  Exchange]  product  aside  from 
the  hooks  we  provide  in  the  APIs  for  anti¬ 
spam  vendors  to  use,”  says  Jim  Bernardo, 
product  manager  for  Microsoft  Exchange. 


UNDER  DEVELOPMENT 
Graphics 


Digital  Reanimation 


Can  We  Win  This  War? 

The  war  on  spam  must  be  fought  on  sev¬ 
eral  fronts.  Litigation  remains  a  viable, 
albeit  costly,  option,  and  many  ISPs — 
most  notably  AOL — and  several  busi¬ 
nesses  have  taken  spammers  to  court. 

Some  states  are  trying  to  legislate  the 
problem,  and  several,  including  Califor¬ 
nia,  Washington  and  Pennsylvania,  have 
passed  laws  banning  spam.  The  problem 
with  local  laws,  according  to  industry 
observers,  is  that  because  spam  is  a  global 
problem,  a  law  in  California  won’t  hold 
water  when  spam  is  generated  in  a  for¬ 
eign  country. 

But  until  that  global  law  gets  passed, 
or  until  the  unauthenticated  SMTP  proto¬ 
col  that  lets  spammers  get  away  with  their 
lawless  activities  is  overhauled,  technical 
solutions  like  filters  and  RBLs,  whether 
locally  managed  or  outsourced,  remain  a 
CIO’s  best  bet  in  fighting  spam.  ■ 


Senior  Writer  Meridith  Levinson  receives  an  average 
of  20  spam  messages  a  day,  in  spite  of  CIO's  filter. 
Commiserate  with  her  at  mlevinson@cio.com. 


GREAT  NEWS  for  film  and  TV  actors:  Dying  doesn’t  have  to  be  a  fatal  career  move. 

Tomaso  Poggio  and  Tony  Ezzat,  researchers  at  MIT  in  Cambridge,  Mass.,  have  created 
a  video  system  that  will  allow  film  and  television  directors  to  animate  images  of  people- 
living  or  dead— and  make  them  appear  to  say  things  they’ve  never  actually  said.  The 
technology  could  pave  the  way  for  historic  comebacks  for  long-gone  performers  like 
Marilyn  Monroe  and  John  Wayne,  among  others. 

The  system,  which  Poggio  calls  “human  animation,"  records  facial  expressions  and 
then  associates  specific  images  with  certain  sounds.  Sophisticated  algorithms  smooth 
out  the  jumps  between  video  frames  to  achieve  almost  flawless  lip-syncing.  A  demon¬ 
stration  project— Mary  101— required  eight  minutes  of  video,  which  is  15,000  digitized 
images,  to  create  46  unique  mouth  movements.  “The  computer  takes  these  46  mouth 
images  and  recombines  them  into  a  high-dimensional  ‘morph  space,”'  says  Poggio,  an 
investigator  at  the  McGovern  Institute  for  Brain  Research  at  MIT  (the  institute  is  funded 
by  IDG’s  founder,  Patrick  McGovern).  “Using  a  learning  algorithm  in  the  morph  space, 
the  computer  is  able  to  figure  out  how  Mary  101’s  face  moves.” 

Besides  regenerating  the  career  of  long-dead  actors— with  voices  provided  by  old 
audio  clips  or  impersonators— the  technology  also  promises  a  variety  of  serious  appli¬ 
cations.  The  technique  could,  for  example,  expand  the  reach  of  media  organizations  by 
letting  them  translate  broadcasts  into  multiple  languages.  (Imagine  Dan  Rather  deliver¬ 
ing  the  news  in  flawless  Hindi.)  Businesses  might  use  the  system  to  produce  training 
videos  localized  for  global  markets.  On  the  dark  side,  governments  could  exploit  the 
technology  to  create  video  propaganda— literally  putting  words  into  enemies’  mouths. 

The  current  system  provides  only  static,  head-on  views  and  therefore  isn't  quite  ready 
for  prime  time.  “An  even  better  technology  dealing  with  3-D  and  expression  will  probably 
require  two  years,”  says  Poggio.  If  it  does,  Elvis  may  be  ready  to  reenter  the  building. 

-John  Edwards 
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ILLUSTRATION  BY  AARON  THOMAS  ROTH 


Autonomy  the  Market 


Setting  the  Standard 

for  High-end  Categorization, 

Retrieval  and  Information  Systems 


Automatically  Powering  the  Information  behind: 

Portals,  Enterprise  Search,  CRM,  Expertise  Management  and  OEM 


Since  its  beginnings  in  1996,  Autonomy  has  risen  to  the  number  one  slot,  leading 
the  market  for  advanced  categorization,  retrieval  and  expertise  management. 
Autonomy's  open  philosophy,  combining  its  award  winning  advanced  automation 
techniques  with  full  legacy  manual  operations,  gives  customers  the  winning  choice. 

Perhaps  that’s  why  Autonomy  is  the  standard  for  more  and  more  of  the 
world's  leading  companies. 

Whether  Autonomy  is  keeping  your  portal  updated  with  relevant  information  from 
across  the  enterprise,  or  allowing  your  CRM  system  to  understand  what  your 
customers  are  actually  telling  you  in  those  emails  and  phonecalls,  Autonomy  is 
behind  the  most  demonstrable  ROI  -  all  built  on  bringing  the  benefits  of 
automation  to  your  business. 


*leader  in  software  licence  revenues  for  high-end  categorization,  advanced  retrieval  and'expertise 
management,  per  information  set  forth  in  U.S.  SEC  filings  and  company  conference  calls. 


At  the  same  time,  Autonomy’s  abilities  are  being  harnessed  by  the  world's  leading 
software  companies  to  add  Autonomy  intelligence  to  their  world-class  products. 

Leading  software  companies  across  all  areas  have  chosen  the  next 
generation  over  the  legacy. 

And  we’ve  only  just  begun.  Contact  Autonomy  to  find  out  more  about  our  latest 
technologies  for  telephone  searching  and  categorization,  automatic  clustering, 
video  searching,  parametric  search  and  fully  dynamic  taxonomies. 


Contact  Autonomy  and  speak  with  the  market  leader. 

Tel:  1-877-MYAUTONOMY  or  visit  www.autonomy.com/marketleader 
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making  sense  of  an  unstructured  world 


Copyright  ©  2002  Autonomy  Corp  All  rights  reserved.  Other  trademarks  are  registered  trademarks  and  the  properties  of  their  respective  owners. 
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- 1  Emerging 

COMPANY  TO  WATCH 
Array  Networks 

All  in  One;  One  for  All 

Array  Networks  looks  to  consolidate  networking  devices 
into  one  easy-to-manage  appliance 

BY  STEPHANIE  OVERBY 


TRADITIONALLY,  THE  RECIPE  for  high-traf¬ 
fic  website  management  has  included  a 
combination  of  multiple  pieces  of  hardware 
lodged  between  the  edge  routers  and  the 
Web  server  farm.  Among  the  ingredients  in 
this  pre-server  sandwich  were  free-standing 
load  balancers,  firewalls,  caching  devices 
and  more,  all  from  various  vendors. 

But  since  September  2001,  Campbell, 
Calif.-based  Array  Networks  has  been  mar¬ 
keting  products  that  consolidate  those  IP 
services  into  one  network  device. 

The  company’s  products  are  what  Gart¬ 
ner  Research  Director  and  Vice  President 
Mark  Fabbi  calls  content  networking 
devices,  integrated  tools  that  can  optimize 
end-to-end  performance  in  a  way  the  nor¬ 
mal  IP  environment  cannot.  “  [Array  Net¬ 
works]  has  had  the  benefit  of  learning  from 
the  past  evolution  of  the  market  in  order  to 
build  a  next-generation  content  network¬ 
ing  platform,”  Fabbi  says. 

For  its  part,  Array  Networks  claims  that 
its  products  not  only  reduce  the  time,  cost 
and  rack  space  associated  with  the  hardware 
that  its  offerings  replace,  but  they  also  make 
troubleshooting  easier,  scaling  more  possi¬ 
ble  and  latency  issues  less  problematic. 

At  least  one  customer  seems  to  agree 
with  this  assessment.  Rino  Ong,  a  system 
architect  at  the  University  of  British  Colum¬ 
bia  in  Vancouver,  says  the  addition  of  an 
Array  1000  has  increased  the  university’s 
network  performance  and  throughput, 
added  flexibility  in  deployment,  and  pro¬ 
vided  an  extra  layer  of  security  in  a  “pain¬ 
less,  nonobtrusive  and  cost-effective” 
manner.  But  Ong,  who  uses  the  device  for 
load  balancing,  SSL  acceleration  and 


Array  Networks 


Headquarters  Campbell,  Calif. 

Number  of  Employees  More  than 
100  worldwide 

Products  Array  500,  Array  1000, 

Array  SP,  Array  SP-C,  Array  SR 
Reason  to  watch  Has  integrated  the 
multiple  pieces  of  hardware  and  IP 
services  that  sit  between  the  edge 
routers  and  the  Web  server  farm  into  a 
single  traffic  management  box. 

Hurdles  to  overcome  Competition 
from  entrenched  players  such  as  F5  and 
Cisco;  startups  offering  switches  as  all- 
in-one  network  devices;  and  single-use 
device  (load  balancers,  caching  tools) 
manufacturers  that  are  adding  services 
to  their  tools. 

Web  link  www.arraynetworks.net 

Demand  for  content 
networking  devices 
has  increased  this 
year  as  enterprises 
have  ramped  up, 
says  Gartner’s 
Research  Director 
and  VP  Mark  Fabbi. 

caching  for  the  university’s  student  infor¬ 
mation  system,  says  the  Array  1000  does 
have  some  drawbacks  in  terms  of  ongoing 
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operations  and  monitoring.  For  example, 
“you  cannot  schedule  tasks  like  clearing 
the  cache  periodically,”  says  Ong.  “And  it 
doesn’t  automatically  inform  operators  of 
server  outages.” 

Array  Networks  is  also  facing  increased 
competition  in  its  chosen  field.  Startups 
Nauticus  Networks  and  Inkra  Networks 
have  introduced  switches  that  merge 
multiple  network  services,  and  vendors  of 
one-use  devices,  such  as  load  balancers  or 
caching  tools,  are  looking  to  increase  their 
products’  capabilities.  The  competition  also 
counts  conventional,  standalone  Web  traf¬ 
fic  management  offerings  from  established 
players  like  F5  and  Cisco. 

In  its  defense,  Array  Networks  says  that 
it  offers  the  most  comprehensive  solution 
and  that  its  customer  list,  which  includes 
CompUSA,  Hitachi,  International  Air  Trans¬ 
portation  Association  and  Microsoft,  serves 
to  back  up  that  claim. 

Overall  market  sales  growth  won’t  hurt 
the  company’s  prospects,  either.  According 
to  Fabbi,  demand  for  content  networking 
devices  has  increased  this  year,  as  enter¬ 
prises  have  ramped  up  their  Web-based 
application  development.  “A  consolidation 
of  functions  within  the  Internet  data  center 
and  having  an  efficient  platform  to  add  a 
collection  of  services  is  becoming  increas¬ 
ingly  important,”  explains  Fabbi. 

The  company’s  overall  success  will  also 
require  Array  Networks  to  prove  itself  to 
be  a  reliable  vendor  with  solid  service  and 
support,  Fabbi  adds. 

Array  Networks  recently  introduced  two 
secure  website  traffic  management  prod¬ 
ucts  to  address  the  issues  around  Web  serv¬ 
ices.  But  the  company  needs  to  be  cautious 
about  expanding  too  far,  according  to 
Fabbi.  “They  must  stay  very  focused  on 
what  they  do  well,  which  is  adding  func¬ 
tionality  efficiently  to  the  content  network¬ 
ing  architecture,”  Fabbi  notes.  “Introducing 
too  many  other  products  could  dilute  their 
story.”  ■ 


Senior  Writer  Stephanie  Overby  can  be  reached  via 
e-mail  at  soverby@cio.com. 
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Secure  your  entire  network. 

Today  complete  security  means  protecting  data  and 
voice ,  along  with  everything  else  your  network 
currently  includes.  Having  the  right  firewall  or  even 
securing  your  wireless  LAN's  and  VPN's  for  data  is 
just  a  starting  point.  With  the  possibility  of  threats 
like  accessing  stored  voicemails  or  intercepting 
IP  Telephony  traffic  looming  over  your 
network,  you  need  complete  multi-vendor,  multi¬ 
technology,  multi-applications  security  consultancy. 
Protect  all  your  points. 

Introducing  the  Avaya  Enterprise  Security  Practice. 
Our  Security  Consultants  offer  expertise  in  voice,  data,  and 
converged  networks,  with  both  technology  and  vertical 
certifications.  Avaya  helps  secure  internal  and  external 


up  of  multiple  inter¬ 
connected  parts,  it’s  no  longer  safe  to  just  protect 
individual  pieces  of  them.  That’s  why  you  need 
Avaya,  the  company  that  can  assess,  develop  poli¬ 
cy  and  design  security  for  your  whole  network. 


©2002  Avaya  Inc. 


Ensure  your  company’s  future. 

Don’t  leave  your  communications  network  unprotected. 
Prepare  for  today’s  rapid  changes  in  network  security 
and  sign  up  for  our  Web  Event  at  avaya.com/secure 

AVAyA 

COMMUNICATION  WITHOUT  BOUNDARIES 


- 1  Emerging 

PUNDIT 

Wireless 

Community  Wireless 

The  real  frontier  still  lies  ahead  for  grassroots  Wi-Fi 

BY  ROB  FLICKENGER 


WHILE  “COMMUNITY  WIRELESS"  net¬ 
works — small  wireless  networks  intended 
to  provide  access  where  it  wouldn’t  nor¬ 
mally  exist — probably  won’t  greatly  affect 
the  rollout  of  next-generation  wireless  net¬ 
works,  they  are  already  demonstrating 
their  ability  to  provide  exceptional  net¬ 
work  services  in  markets  that  most  com¬ 
panies  won’t  touch.  And  even  in  areas  that 
are  already  well  served  by  incumbent  DSL 
and  cable  modem  providers,  community 
networks  offer  unbelievable  performance 
and  features  that  premium  broadband 
services  can’t  hope  to  compete  with.  For 
example,  such  networks  already  offer: 

■  11Mbps  Wi-Fi  data  connections 
between  points  with  latency  comparable  to 
Ethernet  (typically  three  milliseconds  per 
network  hop,  or  about  1/1  Oth  of  the  latency 
of  a  DSL  hop).  New  802.1  lg  gear  can  offer 
22Mbps  (without  breaking  backward  com¬ 
patibility),  while  next-generation  802.11a 
radios  promise  speeds  in  excess  of  54Mbps. 

■  Symmetric  (albeit  half-duplex)  con¬ 
nections.  Without  the  classic  upload/down¬ 
load  speed  disparity  of  products  like  cable 
modems,  it  is  possible  to  host  servers  any¬ 
where  that  can  “see”  the  wireless  cloud. 

■  Private  addressing  schemes  (repur¬ 
posed  IPv4  or  brand  new  IPv6)  that  don’t 
suffer  from  address  shortages.  To  the  end 
user,  this  means  instant,  always-on,  fully 
routed  connections  for  every  machine  in  a 
household  or  business,  without  the  need 
for  network  address  translation,  dynamic 
addressing  or  other  technologies. 

■  No  contracts  or  monthly  service 
fees,  beyond  local  organization  dues  and 
the  effort  involved  in  maintaining  one’s 
own  equipment. 


That’s  all  well  and  good  for  communi¬ 
cating  within  the  wireless  cloud,  but  what 
about  Internet  access?  While  wireless  bits 
cost  little  more  than  equipment  and  energy 
to  produce,  Internet  bits  still  involve  a  con¬ 
siderable  monthly  cost.  Community  organ- 

Even  in  areas 
already  served  by 
DSL  and  cable, 
community 
networks  offer 
unbelievable 
performance  and 
features. 

-Rob  Flickenger 

izers  are  learning  that  there  is  strength  in 
numbers,  and  Internet  bandwidth  can  be 
had  for  a  significant  discount  when  buying 
in  bulk.  We’re  already  beginning  to  see  a 
reappearance  of  the  “Ma  &  Pa”  micro-ISP, 
where  a  neighborhood  is  served  by  a  few 
people  willing  to  share  their  commercial 
DSL  line  or  off-hours  T1  at  their  business. 
With  technologies  like  NoCatAuth,  band¬ 
width  throttling  and  detailed  network  mon¬ 
itoring  tools  (like  MRTG),  node  owners 
have  complete  control  over  how  much 
access  they  contribute  to  the  community 
effort,  as  well  as  the  peace  of  mind  that  they 
can  hold  users  accountable  for  their  actions. 
Where  is  all  of  this  going?  If  community 
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organizers  have  their  way,  it’s  going  to  be 
everywhere.  What  happens  when  interested 
groups  want  to  link  together  networks  sep¬ 
arated  by  great  distances?  (Suppose  that 
NYCWireless  wants  to  route  packets  to 
SeattleWireless  but  obviously  can’t  set  up  a 
point-to-point  wireless  connection  between 
them.)  Wherever  direct  line-of-sight  isn’t 
achievable  but  other  wired  network  access 
is  available,  it  is  possible  to  seamlessly  con¬ 
nect  the  two  networks.  That  is  precisely 
what  tunneling  routing  protocols  like 
generic  routing  encapsulation  (GRE)  are 
intended  for.  If  even  one  user  on  a  wireless 
network  can  set  up  a  GRE  tunnel  to  another 
wireless  network  over  the  Internet,  then  all 
users  on  both  networks  can  pass  traffic  to 
each  other  as  if  the  tunnel  (and  hence  the 
Internet)  weren’t  even  there.  If  well  man¬ 
aged  (and  with  enough  people  participating 
in  passing  tunneled  traffic  between  net¬ 
works),  it  is  entirely  possible  to  build  a  new 
meta-network  on  top  of  the  Internet,  while 
retaining  many  of  the  benefits  of  the  organ¬ 
ization  of  local  community  networks. 

Imagine  the  implications  of  a  fully 
routed  global  TCP/EP  network,  where  no 
user  is  quarantined  behind  network  address 
translation,  and  local  transport  is  fast,  free 
and  has  unbelievably  low  latency.  It  opens 
up  enormous  possibilities  for  universal 
voice  over  EP,  community  streaming  radio 
stations,  localized  services  (and  advertising) 
and  perhaps  the  greatest  business  opportu¬ 
nity  of  all:  the  ability  to  more  easily  com¬ 
pete  in  a  firmly  entrenched  incumbent 
telecommunications  market.  If  any  piece  of 
the  network  is  reachable  from  any  other, 
then  anyone  participating  can  offer  Internet 
gateway  services,  local  telephone  exchange 
services,  Web  hosting  and  more.  Commu¬ 
nity  wireless  architects  are  aspiring  to 
push  the  Internet  back  into  the  playground 
where  no  tragedy  of  the  commons  is 
possible,  since  no  bully  can  hope  to  domi¬ 
nate  it.  E3E1 


Rob  Flickenger  is  the  author  of  the  book  Building 
Wireless  Community  Networks:  Implementing  the 
Wireless  Web. 
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I  £•  I  Business  is  no  longer  confined  by 

CT  vJ  C  I  I  I  I  CT  U  •  four  walls.  Today,  people  need  to  access 

V 

and  exchange  information  -  anytime,  anywhere.  Thanks  to  Siemens 
Next  Generation  Internet  solutions,  they  can.  From  cellular  phones  to 
business  communication  systems  to  optical  networks,  we  provide  the 
tools  that  make  Mobile  Business  a  reality.  As  a  leader  in  everything 
from  information  and  communications,  to  healthcare  to  industry  and 
automation,  Siemens  is  in  a  unique  position  to  make  all  our  lives  better. 
When  you  have  460,000  minds  working  together  all  around  the  globe, 
including  85,000  right  here  in  the  U.S.,  innovative  solutions  emerge. 
And  that’s  what  it  takes  to  change  the  world. 


SIEMENS 


Global  network  of  innovation 


Siemens  Corporation,  2001 


www.usa.siemens.com 


Net  Gains 

Creating  Value  Online 


Create  Value 
from  Values 

The  purpose  of  business  is  greater  than  profits 

BY  MOHANBIR  SAWHNEY 

THIS  IS  A  COLUMN  about  creating  value.  Like  you,  I  spend  a  lot  of  my  time 
thinking,  writing  and  talking  about  value.  But  as  I  look  at  the  cri¬ 
sis  of  confidence  plaguing  corporate  America,  I  am  forced  to  con¬ 
sider  a  deeper  question — in  our  unending  quest  for  value,  do  we 
have  to  compromise  our  values?  What  is  the  relationship  between 
values  and  value?  Indeed,  what  is  the  purpose  of  a  business? 

Of  course,  a  business  exists  to  create  value  for  its  customers 
and  profits  for  its  shareholders.  But  is  profit  the  ultimate  goal  of 
a  business?  Does  a  business  have  a  higher  purpose?  Can  this 
higher  purpose  be  reconciled  with  the  profit  motive?  And  can 
companies  do  well  by  doing  good? 

I  teach  at  a  business  school,  but  I  had  never  paused  to  ask 
those  questions.  Crises  focus  our  attention  on  what  really  mat¬ 
ters.  The  meltdown  of  the  market  and  the  waves  of  corporate 
accounting  scandals  have  made  us  all  think  more  deeply  about 
what  ails  the  world  of  business  at  large — beyond  the  obvious 
hype  and  greed  that  brought  down  the  dotcoms  and  telecoms. 

Make  Values  Your  Anchor 

I  have  reached  two  inescapable  conclusions.  First,  corporations 


must  see  themselves  as  living  things  that  have  a  higher  purpose 
than  profit.  And  second,  values  are  the  foundation  upon  which 
the  edifice  of  value  creation  must  rest.  To  sail  the  stormy  eco¬ 
nomic  seas,  corporations  must  make  this  higher  purpose  their 
compass,  and  values  their  anchor.  If  they  do,  then  profits  will 
inevitably  follow  through  motivated  employees,  satisfied  cus¬ 
tomers  and  committed  partners. 

I  base  my  assertions  on  the  emerging  evolutionary  view  of 
business.  This  view  sees  business  as  a  living  entity  that  evolves 
toward  higher  levels  of  consciousness,  and  not  as  a  machine 
engineered  to  maximize  productivity  and  profits.  Arie  De  Geus, 
the  author  of  The  Living  Company:  Habits  for  Survival  in  a 
Turbulent  Business  Environment,  argues  that  companies  die 
because  they  concentrate  on  the  physical  aspect  of  their  being, 
and  ignore  their  emotional,  mental  and  spiritual  needs.  In  his 
insightful  book  Liberating  the  Corporate  Soul:  Building  a 
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ILLUSTRATION  BY  ENRICO  VARRASSO 


In  the  Midst  of  the  Telecom  Storm... 

SAWIS  Customers  Know  the  Way. 
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gtSAVVIS 

The  Network  that  Powers  Wall  Street sm 


1-800-SAVVIS- 1 
www.  savvis.  net/testimonials 


With  all  the  turmoil  in  the  telecom  industry  today,  it’s  easy  to  feel  like 
you’ve  been  caught  in  the  “perfect  storm.”  You  worry  that  choosing 
the  wrong  network  provider  could  leave  your  company  vulnerable. 
Conversely,  you  worry  that  delaying  decision-making  could  leave  you 
behind  the  curve. 

SAVVIS  customers  tell  us  they’re  on  course.  Their  IP  VPN  is  getting 
the  job  done  for  voice  over  IP  (VoIP),  global  video  conferencing,  ERP, 
and  more. 

From  Wall  Street  to  Main  Street,  SAVVIS  is  the  financially  sound 
choice  for  people  who  demand  a  proactive  managed  IP  service  provider. 
SAVVIS  has  been  delivering  high  performance  IP  VPN  and  managed 
hosting  services  to  financial  institutions,  professional  services  firms, 
and  retail  enterprises  for  years.  And,  SAVVIS  has  one  of  the  strongest 
balance  sheets  in  the  industry. 

Don’t  just  take  our  word  for  it.  Visit  our  web  site  and  discover  what 
the  Chicago  Board  Options  Exchange,  Looksmart,  the  Philadelphia 
Stock  Exchange,  RM  Crowe,  Shearman  &  Sterling,  Fitch  Ratings, 
Telezoo  and  so  many  others  have  to  say  about  working  with  SAVVIS. 


Trust  the  Network  that  Powers  Wall  Street 

to  Empower  your  Business.SM 


Net  Gains 


Visionary  Organization,  Richard  Barrett  draws  a  parallel 
between  the  evolution  of  individual  consciousness  as  the  unfold¬ 
ing  of  human  potential,  and  the  evolution  of  a  business  as  the 
unfolding  of  its  physical,  mental,  emotional  and  spiritual  poten¬ 
tial.  Barrett  says  an  evolved  business  balances  self-interest  with 
the  common  good.  It  is  deeply  conscious  of  its  connections  to 
its  stakeholders,  its  community  and  the  environment. 

The  evolutionary  view  emphasizes  that  the  purpose  of  a  busi¬ 
ness  is  more  than  profit.  According  to  my  friend,  author  Deepak 
Chopra,  “A  business  must  fulfill  the  needs  of  the  human  spirit. 
These  include  survival,  safety,  play,  celebration,  love,  belong¬ 
ingness,  self-esteem  and  self-actualization.  It  must  also  nurture 
the  ecosystem.  If  it  does  so,  the  creation  of  wealth  and  profit  will 
be  a  natural  byproduct.”  Enlightened  leaders  echo  this  thought. 
George  Merck,  the  cofounder  of  Merck,  believed  that  his  com¬ 


Business  leaders  should  realize  that  what  you 
stand  for  is  as  important  as  what  you  sell. 


pany  “tries  never  to  forget  that  medicine  is  for  the  people.  It  is 
not  for  the  profits.  The  profits  follow,  and  if  we  have  remem¬ 
bered  that,  they  have  never  failed  to  appear.”  The  same  idea  is 
found  in  Lord  Krishna’s  advice  to  Arjuna  in  the  Bhagavad  Gita, 
“You  have  a  right  to  perform  your  prescribed  duty,  but  you 
are  not  entitled  to  the  fruits  of  your  actions.” 

Common  Good,  Corporate  Gains 

What  does  an  evolved  business  look  like? 

■  It  defines  its  purpose  in  terms  that  embrace  the  common 
good.  Founders  of  respected  corporations  have  often  seen  the 
corporate  mission  in  those  terms.  Consider  the  famous  state¬ 
ment  of  Bill  Hewlett  and  Dave  Packard,  the  founders  of 
Hewlett-Packard.  According  to  them,  “HP  exists  to  invent  the 
useful  and  significant.”  Useful,  they  believed,  in  that  their  con¬ 
tributions  would  free  customers  to  focus  on  what  matters  most 
to  them.  Significant  in  that  they  intended  not  only  to  make  a 
profit  but  to  make  a  difference.  Of  course,  these  lofty  purposes 
are  difficult  to  sustain  through  difficult  times  and  when 
founders  retire.  However,  striving  imperfectly  toward  a  higher 
purpose  is  far  better  than  not  having  a  higher  purpose  at  all. 

■  It  measures  its  performance  in  dimensions  beyond  rev¬ 
enue  and  profit.  It  measures  its  relational  performance  (the 
quality  of  its  employee,  customer  and  partner  relationships), 
its  mental  performance  (its  ability  to  learn  and  innovate),  its 
cultural  performance  (the  alignment  of  organizational  values 
with  individual  values)  and  its  community  performance  (its 
contribution  to  social  and  environmental  causes). 

■  Its  corporate  values  reflect  the  collective  values  of  all 


employees  and  are  aligned  with  individual  values.  Its  relation¬ 
ships  with  employees,  customers  and  partners  reflect  respect 
and  human  dignity.  Even  when  layoffs  are  inevitable,  people 
are  treated  with  respect,  and  leaders  share  in  making  economic 
sacrifices.  An  entrepreneur  who  had  to  make  several  rounds  of 
layoffs  told  me  a  simple  rule  he  followed — everyone  should 
leave  with  their  heads  held  high  and  their  dignity  intact. 

■  Its  leaders  harness  the  emotions  and  spirit  of  every  indi¬ 
vidual  toward  a  common  purpose  everyone  understands.  They 
focus  on  “becoming,”  not  “doing.”  Jim  Collins,  in  his  book 
Good  to  Great:  Why  Some  Companies  Make  the  Leap. ..and 
Others  Don’t,  calls  such  leaders  Level  5  leaders.  They  are  hum¬ 
ble  and  team-centered,  not  egotistical  and  self-centered. 

■  It  is  authentic  in  its  values  and  its  commitment  to  social 
responsibility.  It  does  not  see  values  as  a  slogan  or  a  public 

relations  exercise.  Rather,  its  contributions  to  its 
community  and  society  are  founded  on  the 
belief  that  a  business  must  nurture  the  ecosystem 
that  sustains  it,  and  what  is  good  for  society  is 
good  for  the  company.  Many  businesses  espouse 
lofty  values.  But  few  are  able  to  enact  them.  For 
that  matter,  I’ve  noticed  that  espoused  values  are  rarely  enacted. 
And  enacted  values  are  rarely  espoused  as  slogans. 

The  higher  purpose  of  business  is  not  a  luxury.  At  the  least, 
it  is  an  insurance  against  disaster.  And  at  its  best,  it  is  a  strong 
motivating  force  that  inspires  employees  to  go  beyond  the  call 
of  duty.  Business  leaders  will  do  well  to  realize  that  what  you 
stand  for  is  as  important  as  what  you  sell.  In  the  words  of  Tom 
Chappell,  the  cofounder  of  Tom’s  of  Maine,  “something  in  us 
wants  to  endure  beyond  retained  earnings.  That  something  is 
our  soul.”  Businesses  that  discover  and  nurture  their  souls  will 
find  that  there  is  not  only  life  beyond  profits,  but  that  profits 
come  naturally  to  businesses  that  seek  a  higher  purpose. 

I  remember  a  motivational  speaker  who  saw  a  Freudian  slip 
on  a  sign  at  the  reception  desk  of  a  major  corporation.  The 
sign  said,  “Please  leave  your  values  at  the  desk.  Management  is 
not  responsible  for  losses.”  Maybe  if  companies  encouraged  us 
to  take  our  values  to  work,  the  workplace  would  be  less  pro¬ 
fane.  And  if  business  leaders  put  people  before  profits  and  val¬ 
ues  before  value,  we  would  have  fewer  Enrons.  I  applaud  laws 
that  punish  greed  by  throwing  crooked  executives  in  jail.  But 
attacking  greed  addresses  only  the  symptoms  of  the  cancer  that 
is  eating  away  at  corporate  America.  To  attack  the  cause,  we 
need  to  heal  the  corporate  soul.  BE] 


Do  profits  follow  from  a  higher  purpose?  E-mail 
netgains@cio.com.  Mohanbir  Sawhney  is  the 
McCormick  Tribune  professor  of  technology  at  North¬ 
western  University's  Kellogg  School  of  Management. 
He  can  be  reached  at  mohans@kellogg.northwestern.edu. 
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ERP  and  CRM 


Trying  to  take  the  guesswork  out  of  implementing  an  ERP  or 
CRM  application  may  seem  like  an  impossible  task.  Between 
evaluating,  negotiating,  budgeting,  selecting,  and  executing 
the  plan,  the  "unknowns"  can  seem  daunting,  and  the  process 
never-ending. 

TURN  TO  YOUR  PEERS  — who  have  walked  this  path  before 
you— for  advice.  The  2002  ERP  and  CRM  Vendor  Scorecard 
from  Peerstone  Research  captures  the  challenges,  benefits, 
and  advice  from  the  true  experts— 163  Enterprise  Application 
users  — real  practitioners  whose  experience  will  help  you  make 
the  right  decision  for  your  enterprise. 

For  only  $795,  the  2002  ERP  and  CRIVI  Vendor  Scorecard  is 

delivered  right  to  your  desktop  giving  you  immediate  access  to 
the  information  you  need.  Looking  for  peer-based  ratings  for 
enterprise  software  Systems  Integrators?  See  our  companion 
report,  the  2002  Systems  Integrator  Scorecard.  Printed 
copies,  volume  pricing  and  site  licenses  available  — see  our  web 
site  for  more  information. 


RESEARCH 


Your  peers  grade  the  big 
4  ERP/CRM  vendors'  performance  on 
features,  ROI,  software  quality,  ease  of 
integration,  and  vendor  services. 


Reviews  of  the  vendors  and 
verbatim  comments  from  your  peers  — 
both  pro  and  con— for  each. 


Find  out  what  your  peers  are 
saying  about  enterprise  applications' 
ability  to  create  value,  how  to  derive  the 
maximum  benefit  from  ERP  or  CRM,  and 
all  the  other  implementation  questions 
keeping  you  up  at  night. 
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industries?  What  are  the  skills  needed  to  get  ahead? 
And  what  is  the  next  step  on  the  corporate  ladder? 


CIO  RESEARCH  SERIES™ 

Counsel  and  Intelligence  from  IT  Executives  and  the 
Editors  of  CIO  Magazine 


These  exclusive  survey  results— 
based  on  interviews  with  500 
heads  of  IT— provide  benchmark¬ 
ing  information  by  industry 
on  salary,  size  of  IT  staff,  users 
supported,  IT  budget  and  more. 
Information  that  will  help  you 
measure  up. 

For  only  $495,  THE  STATE  OF 
THE  CIO  is  delivered  right  to  your 
desktop  giving  you  immediate 
access  to  the  information  you 
need.  And  for  your  future  refer¬ 
ence  needs,  a  packaged  version, 
shipped  within  72  hours,  can  be 
ordered  for  an  additional  $100. 
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COVER  STORY  I  Enterprise 
Software  Upgrades 

By  Christopher  Koch  I  46 

Enterprise  software  packages  have 
become  so  complex,  pricey  and 
integral  to  business  processes  that 
the  expense  to  upgrade  can  cost  up  to 
30  percent  of  the  original  installation 
price,  take  more  than  a  year,  and  require 
companies  to  revamp  their  infrastruc¬ 
tures  and  business  practices.  Culprits 
include  overuse  of  customization,  as 
well  as  the  shift  in  client/server  to  the 
Web  architecture,  and  lack  of  planning 
that  forces  “desperation  upgrades” 
when  vendors  abruptly  announce  an 
end  to  version  support.  CIOs  can  mini¬ 
mize  pain  by  developing  a  continuous 
planning  process  to  evaluate  the  need 
for  and  timing  of  upgrades.  They  can 
flush  out  unnecessary  customized  code 
and  handle  upgrades  with  in-house  staff. 
And  they  can  hold  off  on  implementing 
new  apps  until  the  bugs  have  been  fixed, 
minimizing  the  need  to  upgrade  to 
“point  releases.” 


“When  the  vendor 
conies  to  you  and  says 
the  product  is  at  the 
end  of  its  life  cycle, 
that’s  code  for  saying, 
You’re  not  going  to  get 
anything  unless  you 
pay  for  it  yourself.” 

-DICKLEFAVE, 
CIO  OF  NEXTEL 


Turnaround  Update  By  Susannah  Patton  I  58 

CIO  REVISITS  FOUR  COMPANIES  first  profiled  when  they  attempted  to  leverage  IT  in  major 
corporate  turnaround  efforts:  HMO  Harvard  Pilgrim  Health  Care,  the  A&P  grocery  chain,  Web 
bookseller  Barnesandnoble.com  and  sanitation  giant  Waste  Management.  Each  company  has  met 
with  varying  degrees  of  success.  Some  common  lessons  learned:  Ripping  out  and  replacing  infrastruc¬ 
ture  won’t  always  work.  A  tough  turnaround  requires  teamwork.  You  need  support  from  upper 
management.  And  you’d  better  be  lucky.  Though  big  IT  changes  have  been  mandated  and  made,  a 
couple  of  the  turnaround  companies  worry  about  user  reaction:  A&P  admits  to  struggling  while  train¬ 
ing  users  in  new  systems,  and  Waste  Management  sees  the  possibility  of  too  much  change  overwhelm¬ 
ing  its  field  employees. 


Offshore  Outsourcing  Buyer’s  Guide  By  Stephanie  Overby  I  69 

A  QUARTER  OF  OFFSHORE  PROJECTS  FAIL  TO  MEET  EXPECTATIONS.  The  keys  to  suc¬ 
cess  are  picking  the  right  place,  partner  and  project  based  on  your  needs.  With  more  sources  spring¬ 
ing  up  around  the  world  in  response  to  demand,  we’ve  culled  the  most  critical  information  you  need 
on  the  26  countries  that  are  the  strongest  contenders  for  your  outsourcing  buck.  We  rate  up-and- 
comers  like  Russia,  China  and  South  Africa,  rookies  such  as  Thailand  and  South  Korea,  and  leaders 
like  Israel  and  Ireland  in  such  categories  as  geopolitical  risk,  infrastructure,  labor  costs,  English  profi¬ 
ciency  and  government  support.  We  also  offer  pros  and  cons  for  outsourcing  in  each  country.  The 
guide  continues  online  with  links  to  each  country’s  pertinent  websites,  lists  of  major  customers,  size  of 
labor  force,  as  well  as  insiders’  tips  on  cultural  compatibility  and  areas  of  expertise. 


New  Web  Metrics  By  Susannah  Patton  I  84 

DURING  THE  DOTCOM  HEYDAY,  companies  counted  “eyeballs”  and  measured  their  site’s 
“stickiness.  ”  But  then  the  bubble  burst,  putting  an  end  to  the  value  of  those  metrics.  Companies 
now  face  the  need  to  find  new  measurements  and  deploy  more  sophisticated  analysis  tools  to  help 
analyze  customer  behavior.  The  most  valuable  metrics  will  depend  on  an  individual  site’s  goals. 
Retail  sites  should  look  at  conversion  and  drop-off  rates,  as  well  as  average  order  value.  Those 
websites  that  offer  free  content  need  to  track  page  views  and  unique  visitors,  establish  a  loyalty 
index  and  make  sure  they  survey  for  customer  satisfaction.  B2B  sites  should  measure  how  easily 
and  efficiently  customers  can  get  on  and  buy  what  they  need.  While  stickiness  was  the  goal 
of  the  past,  today’s  Web  managers  want  to  help  users  get  on  and  off  their  sites  as  quickly  and 
painlessly  as  possible. 


Emerging  Technology:  Reducing  Spam  By  Meridith  Levinson  I  90 

SPAM  CURRENTLY  MAKES  UP  25  PERCENT  TO  35  PERCENT  of  total  e-mail  volume,  and 
it  increases  companies’  bandwidth  and  storage  costs  correspondingly,  not  to  mention  possibly  expos¬ 
ing  them  to  liability  lawsuits.  While  not  perfect,  new  products  do  help  stem  the  tide.  The  best  tools 
combine  keyword  matching  and  heuristics — statistical  probabilities  used  to  determine  whether  a  mes¬ 
sage  is  spam  based  on  hundreds  or  thousands  of  characteristics,  such  as  header  information,  punctua¬ 
tion  and  capitalization.  While  they  offer  IT  departments  great  control,  local  filters  can  require  a  lot  of 
maintenance,  with  continuous  fine-tuning  of  filtering  rules.  Outsourcers  will  do  the  job  for  you  using 
the  same  local  filters  without  the  hassles  of  support  (and  with  less  control).  This  source  is  a  good 
option  for  small  and  midsize  companies.  The  fight  goes  on  in  legislatures,  but  statewide  laws  will 
likely  be  ineffective,  since  spam  can  originate  from  anywhere  on  the  globe. 
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1.  Can  you  connect  to  all  my  structured  and  unstructured 
data  sources,  and  publish  the  results  with  a  browser? 

2.  How  much  time,  money,  and  training  is  required  to  build 
and  maintain  a  "universe*? 

3.  Can  I  create  user-friendly  dashboards  immediately, 


4.  What  are  the  typical  training  and  consultant 
deploy  and  support  your  products? 


don’t  you  offer  a  Guarantee? 


When  you  get  tired  of  asking  questions  that  don’t  get 
answers,  visit  www,brio,com/answers/cio,  Or  simply  c 
1-877-BUY-BRIO  (1-877-289-2746). 


www.brio.com/a  ns  we  rs/cio 


rights  reserved.  Brio  Software  and  the  Brio  Software 
names  are  the  property  of  their  respective  hb 
.brio.com/guarantee/cio. 
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Does  your  software  let  you  manage  and  protect  your  wireless  enterprise  no  matter 
where  it  goes?  Ours  does. 

Managing  your  enterprise  was  hard  enough  when  you  knew  where  it  was.  Now,  thanks  to  the  boom  in  wireless  devices,  mission-critical 
data  and  systems  can  walk  in  and  out  the  door  at  will.  That's  why  it's  vital  to  have  software  that  can  keep  track  of  your  wireless  enterprise 
no  matter  where  it  goes.  Our  infrastructure  management  software  is  considered  the  gold  standard,  making  it  one  of  the  best  choices  for 
securing  and  managing  your  global  environment.  And  it  works  across  multiple  platforms,  so  it's  compatible  with  what  you  have  today 
and  what  you  add  tomorrow.  Sure,  your  devices  may  still  get  lost.  But  your  information  won't.  ca.com/wireless/enterprise 
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